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AWARD OF NONCOMPETITIVE NEGOTIATED CONTRACT BY 
THE NAVY DEPARTMENT TO BUILD DESTROYERS AT 
BETHLEHEM YARD, QUINCY, MASS., FEBRUARY 1954 


FRIDAY, FEBRUARY 26, 1954 


House or Representatives, 
SUBCOMMITTEE ON DeFeNse ACTIVITIES OF THE 
ComMITTEE ON ARMED SERVICES, 
Washington, D. C. 

The subcommittee met at 2 p. m., the Honorable William E. Hess, 
chairman of the subcommittee, presiding. 

Mr. Hess. Mr. Secretary, our subcommittee appreciates your com- 
ing here this afternoon. You, of course, understand that the sub- 
committee recognizes that the action on your part which you are about 
to discuss was taken under the authority of the act of Congress, the 
Armed Services Procurement Act of 1947, and that you are perform- 
ing your duty under that act. 

What did give us concern was that the whole story of the reasons 
for making your decision does not seem to be fully understood... It 
was our belief that the public interest would best be served by bringing 
the whole thing into the open. I believe you have a prepared state- 
ment there, Mr. Secretary ‘ 

Secretary ANDERSON. Vek sir. 

Mr. Hess. The Chair will permit you to proceed with your presen- 
tation without interruption, and after you have concluded, I shall 
recognize any of the members of the subcommittee who may desire 
to ask for additional information. 

So you may proceed at this time, Mr. Secretary, with your statement. 


TESTIMONY OF HON. ROBERT B. ANDERSON, SECRETARY OF THE 
NAVY 


Secretary Anperson. Thank you, Mr. Chairman. 

May I say, in the beginning, that I am grateful for this opportunity 
and appreciate being invited to discuss this matter with the subcom- 
mittee. And with the subcommittee’s permission, I would like to 
first read my statement and then ask Admiral Leggett to present some 
charts which we have brought along, and at the end of the presenta- 
tion of the charts we will, of course, be prepared to answer your ques- 
tions. 

Mr. Hess. All right, you may proceed in that order, Mr. Secretary. 

Secretary Anperson. I have come here today, at your invitation, to 
present the facts which caused the Navy to award a contract for three 
destroyers to the Quincy Shipyard. As you know, this award was 
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made at a price $6,545,040 higher than that quoted by the low bidder, 
the Bath Iron Works. 

The Quincy contract was negotiated under the authority contained 
in section 2 (c) (1) of the Armed Services Procurement Act of 1947 
(Public Law 413, 80th Cong.), which authorizes contracts to be nego- 
tiated without advertising “if determined to be necessary in the public 
interest during the period of a national emergency declared by the 
President or by the Congress. Such an emergency was declared by 
the President on December 16, 1950. 

The authority of the military departments to negotiate contracts 
under section 2 (c) (1) for supplies or services at higher prices than 
might be obtainable elsewhere was considered by the Comptroller 
General in his letter B—107236 of January 14, 1952, to the Director of 
the Office of Defense Mobilization. In this letter the Comptroller 
General stated that, although it would not normally appear to be in 
the public interest for the military departments to make awards at 
such higher prices, the General Accounting Office would not object 
to otherwise proper payments under contracts so awarded if the mili- 
tary departments determined that for the reasons set forth in the 
Director’s letter— 
it is necessary in the public interest that awards be made in specific instances at 
prices other than the lowest which might be obtained. 

The contract for the three destroyers was awarded to Bethlehem 
Steel Co. at a higher price than was obtainable elsewhere in order to 
preserve the essential capacity of its Quincy shipyard for national 
defense. The propriety of negotiating a contract for this em pon 
without regard to comparative prices is expressly recognized in the 
Armed Services Procurement Act, which provides in section 2 (c) 
(16) as follows: 

* * * contracts may be negotiated by the agency head without advertising 
if—(16) the agency head determines that it is in the interest of the national! 
defense that any plant, mine, or facility, or any producer, manufacturer, or 
other supplier be made or kept available for furnishing supplies or services in 
the event of a national emergency, or that the interest either of industrial 
mobilization in case of such an emergency, or of the national defense in main- 
taining active engineering, research and development, are otherwise 
subserved * * * 

The underlying concept and contemplated use of this provision is 
further explained in the substantially identical reports of the Com- 
mittees on Armed Services of the Senate and of the House of Repre- 
sentatives as follows: 

The experience gained during World War II makes it essential that the 
services have the powers inherent in this provision. We cannot depend upon 
the hope that in future emergencies there will be time for the reorganization of 
our industrial strength for the needs of war. This exception gives the armed 
services power to use negotiated procurement as a dynamic instrument of pre- 
paredness, and to take into consideration such factors as geographical location, 
avoidance of overconcentration in a few companies, and maintenance of a basic 
core of plants, facilities, skills, and personnel, around which there can be ex- 
pansion when it is urgently needed. 

Although this contract was negotiated under the broad authority 
of section 2 (c) (1) rather than the specific authority of section 2 (c) 
(16), the determinations which support the conclusion that such 
award is in the public interest also fall squarely within the concept of 
section 2 (c) (16). This award properly, therefore, could have been 
made under either section 2 (c) (1) or 2 (c) (16). 
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Mr. Chairman, if I may interprose there, I would like to say that it 
has been the practice of our Department, as | understand it has been 
the practice of the other military departments, to operate under 2 
(c) (1) for the most part, following a directive of December 18, 1950, 
and after the President had declared an emergency and the Secretary 
of Defense, then General Marshall, directed that this section be gen- 
erally used. 

I should like also to suggest to you that our Department is now giv- 
ing consideration to “whether or not there shall not be a wider use 
made of the numbered provisions subsequent to 1 than there has been 
in the past.” 

Mr. Fisuer. Mr. Secretary, I was wondering if you would like to 
I . have that directive incorporated in the record ¢ 
Secretary ANperson. We would be delighted for it to be, if you 
would like it. 

Mr. Fisner. I think that would be pertinent. 
. Mr. Hess. Very well. 
(The matter referred to is as follows :) 


XV. NEGOTIATION 
| 15-101] 


PROCUREMENT DURING THE PERIOD OF THE PRESENT NATIONAL EMERGENCY 


CNM Itr OGC/MHS: eke NCPD 40-51 of 18 December 1950 
Encl: (1) Memo of SecDef, dtd 18 Dee 1950, to Secretaries of the Army, Navy 
and Air Force, re Broadening the Industrial Base of Procurement 
Programs. 
(2) AstSecNav Determination, dtd 18 Dee 1950, Authority to Negotiate 
Purchases and Contracts Under Sec. 2 (c) (1) of the Armed Services 
Procurement Act of 1947. 


[15-101.1] 
1. Enclosure (1) is forwarded herewith for information and compliance. 
[15+101.2] 


2. Each Contracting Officer of the Departinent of the Navy, including the Con- 
tracting Officers of the Armed Services Petrolenm Purchasing Agency, during the 
period of the National Emergency declared by the President of the United States 
on 16 December 1950, may, pursvant to the Determination set forth in enclosure 
(2), negotiate contracts under the authority of Section 2 (c) (1) of the Armed 
Services Procurement Act of 1947. When purchases and contracts are negotiated, 

‘ Section 2 (c) (1) of the Armed Services Procurement Act of 1947 should gen- 
erally be used as the authority to negotiate rather than other applicable excep- 
tions contained in Section 2 (c) of the Act. When Section 2 (c) (1) is used in 
the negotiation of procurements under $1,000, addressees are authorized to 
deviate from the requirement of the first sentence of ASPR 3—-203.2. 


[15-101.3] 


3. The formal advertising method of procurement will continue to have a 
definite place in the Navy’s procurement program. Therefore, formal advertis- 
ing will continue to be used in appropriate cases, but not when such use will 
adversely affect the acceleration of procurement, or interfere with the broadening 
of the industrial base, contemplated by enclosure (1). The heads of procuring 
activities of the Department of the Navy are authorized to issue instructions, 
consonant with enclosure (1), with reference to the use of formal advertising 
and negotiation. 
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[15+101.4] 


4. When Section 2 (c) (1) of the Armed Services Procurement Act of 1947 is 
used as the authority to negotiate, the contract will contain the following state- 
ment. 

“This negotiated contract is entered into pursuant to the provisions of Section 

2 (ec) (1) of the Armed Services Procurement Act of 1947 (Public Law 413, 80th 
Congress), and any required determination and findings have been made.” 
With the exception of filling in the blank following “Section 2 (c)”, the above 
statement is identical with that contained in DD Form 351. Enclosure (2) has 
been forwarded to the General Accounting Office. In the forwarding to the 
General Accounting Office individual contracts, negotiated under Section 2 (c) 
(1) of the Armed Services Procurement Act of 1947, it will not be necessary 
to attach a copy of enclosure (2). In this respect, addressees are authorized 
to deviate from the requirements of ASPR 3-307. 


[15-101.5] 


5. Additional instructions, in further implementation of enclosure (1), will 
be issued in the near future. 
E. D. Foster. 
[15-101.6] 


ENcLOSURE (1) 


BROADENING THE INDUSTRIAL BASE OF PROCUREMENT PROGRAMS 


SecDef memo of 18 Dec 1950, for SecArmy, SecNav, SecAF 

The President has declared a National Pmergency. The issuance of this de- 
claration permits the Secretaries of the Military Departments to authorize the 
negotiation of purchases and contracts pursuant to the authority contained in 
Section 2 (c) (1) of the Armed Services Procurement Act of 1947. The MB 
has recommended and I have approved the following statement of policy. 

The Military Departments have already received instructions to accelerate pro- 
curement actions in connection with 2nd Supplemental 1951 Funds. It is es- 
sential, in complying with these instructions, that contracts be spread across 
industry as widely as possible in order to broaden the industrial base of our 
procurement program. Broadening the base will require wider use of negotia- 
tion. Formal Advertising will continue to be used in appropriate cases, but not 
when such use will adversely affect the acceleration of procurement or the broad- 
ening of the industrial base contemplated by this directive. 

The Military Departments should pay particular attention to: 

a. The greatest possible integration of current procurement contracts with 
the industrial mobilization program and the accepted schedules of production. 

b. The equitable distribution of procurement contracts among the maximum 
number of competent suppliers. The concentration of contracts with a few 
leader suppliers is to be avoided pinless the necessity therefor is clear. 

ce. The utilization of existing open industrial capacity to the maximum. 
Expansion of facilities should not be authorized when open capacity can be found. 
Whenever time permits, and in order to broaden the mobilization base, addi- 
tional contractors should be utilized in lieu of multishift or overtime operation. 

d. The fullest possible use of small business concerns. 

e. The utilization in negotiation of competition and multiple awards, whenever 
possible. 

f. The aggressive encouragement or requirement of subcontracting by prime 
contractors, 

g. The provision of maximum incentive to the producer for the reduction of 
his costs. 

h. The placement of contracts with a view to economies in the use of trans- 
portation facilities. 

i. The availability of manpower in distressed employment areas or in areas of 
manpower shortages. 

j. The reservation of special skills and abilities for the more difficult production 
tasks. 

To the extent necessary, Departmental procurement procedures and practices 
should be modified to conform to the foregoing. Particular attention should be 
paid to the caliber of personnel engaged in the negotiation of contracts. 


G. C. MARSHALL. 
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[15-101.7] 
ENCLOSURE (2) 
DEPARTMENT OF THE NAvy, OFFICE OF THE SECRETARY, WASHINGTON, D. C. 
DETERMINATION 
AUTHORITY TO NEGOTIATE PURCHASES AND CONTRACTS UNDER SEC. 2 (C) (1) OF THE 
ARMED SERVICES PROCUREMENT ACT OF 1947 

1. A National Emergency having been declared by the President of the United 
States on 16 December 1950, I hereby determine, in accordance with Section 
2 (c) (1) of the Armed Services Procurement Act of 1947, that it is necessary 
in the public interest that, to the extent provided in paragraph 2 hereof, pur- 
chases and contracts under said Act be negotiated without formal advertising 
during the period of said National Emergency. 

2. Accordingly, I hereby authorize the negotiation of purchases and contracts 
by the Department of the Navy, under Section 2 (c) (1) of the Armed Services 
Procurement Act of 1947, during the period of said National Emergency. 
Formal advertising may, however, continue to be used. 

JoHN T. KOEHLER, 
Assistant Secretary of the Navy. 

Date: 18 December 1950. 

Secretary Anperson. In pursuance of this concept, a basic premise 
concerning the entire Navy shipbuilding and conversion program has 
been that of maintaining an adequate shipbuilding industry as an 
essential resource of the peacetime economy and mobilization base, 
and a definite asset to national security. Invariably in considering 
contracts for construction and conversion, careful appraisal is made 
with the view that the shipbuilding industry may be kept as healthy 
as possible throughout the country, and that insofar as possible, con- 
struction and design facilities be kept alive in various locations as a 
strategic dispersal measure. 

The Navy Department had also in mind that the construction of 
ships in programs not dictated by active wartime conditions is not a 
mass production operation, but rather an individually tailored project 
in the case of each ship or similar groups of ships ordered. 

Inherent in this fact is the requirement for retaining a large num- 
ber of special and design skills which, if dissipated, are extremely 
difficult to recruit again. It is this factor that makes it so important 
that going concerns be kept going. 

Deliberations concerning the entire 1954 shipbuilding and conver- 
sion program have covered many weeks of detailed and exhaustive 
study. From our deliberations we have drawn two conclusions: 

First, that Bath Iron Works is not now in distress and has an ascend- 
ing scale of work during coming months with its current program. 
Second, that the Bethlehem Quincy yard, in the absence of work in 
the Navy’s 1954 program, would have been placed in such straitened 
circumstances as to raise the question of its continued operation after 
completion of present construction in December. 

At present, Bath has a substantial workload of 3 destroyers and 3 
escort vessels. This workload is maintaining an employment level of 
approximately 2,200 which is expected to increase somewhat following 
the tank landing ship award recently made to this firm. The work in 
prospect for Bath is considered sufficient to preserve the mobilization 
readiness of this yard for some time to come. 

The Quincy yard, on the other hand, has only 2 destroyer leaders 
and 1 Navy oiler building, together with some private tanker construc- 
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tion. All this work, both naval and commercial, will be completed by 
the end of this year. There are about 5,700 employees now at Quincy, 
as compared to a peak of 31,000 during the war. Without the de- 
stroyer award, productive yard employment would have fallen to zero 
by December. The Bethlehem management advised the Bureau of 
Ships that under such circumstances operating the yard on a paying 
basis would be virtually impossible, and closing the yard would prob- 
ably be required after current work was completed. 

Now, the Quincy yard, as one of the largest private yards in the 
country, is of great importance to the Navy. It is 1 of the 3 private 
facilities in the country staffed and equipped to build, among other 
types, the attack aircraft carriers which comprise our modern battle 
line. During and since World War II, Quincy has built 103 naval 
vessels, including a battleship, 5 aircraft carriers, 21 cruisers and 
numerous destroyers. Its design staff is one of our private design 
staffs in this country that are familiar with surface combatant ships. 

As Bethlehem’s lead yard, it provides the Bethlehem organization 
with a pool of experienced personnel, both in design and construction 
fields, who are immediately available for stafling other yards and for 
training new personnel in the event of an emergency—and Bethlehem 
yards represent about 60 percent of our commercial mobilization po- 
tential for Navy surface combatant types of escort vessel size and 
above. 

The loss of the Quincy yard as a going concern, with the dissipation 
of the unique grouping of skills it represented, would have been a very 
substantial one, not only to the Navy, but to the security of the Nation. 

Aside from the loss of shipbuilding potential involved, there is 
every reason to believe that the taxpayers would be out of pocket a 
substantial amount of money if the Quincy yard were closed and re- 
opened under emergency conditions at some future date. 

In considering the factors involved in assigning the contract of three 
destroyers to Quincy, it was recognized that the cost to appropriations 
and to the taxpayers would be $614 million more than if the construc- 
tion were to be done at Bath. The premium payment of this addi- 
tional sum, in the civilian and military judgment of the Navy, was 
justified on the basis that retaining the Quincy facility was of such im- 
portance as to make worthwhile the payment of this differential. 
After the most careful consideration, I concluded that the strategic 
and mobilization base factors, in all our considered judgment, justi- 
fied the adoption of this measure. 

This brings me to a final consideration, which is the Navy’s peculiar 
responsibility in connection with the shipbuilding industry of our 
Nation. As you know, our capacity to build ships + ss the last war 
was an indispensable condition of our victory. Finsine the war years, 
several thousand naval vessels, plus additional thousands of cargo 
ships, tankers, and other merchant types were produced by an industry 
which at its peak employed 1,378,000 people. 

Since the war, shipbuilding has become a distressed industry. The 
situation has worsened in the past year. I am informed that only 48 
large seagoing or inland-waters merchantmen are now under construc- 
tion or on order ; 46 of these will be delivered this calendar year, leav- 
ing on the ways as of January 1, 1955, only 2 major ships. No con- 
tracts for large oceangoing vessels were placed last year, and no new 
work of this kind is in prospect that we know. The most recent sta- 
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tistics disclose that today the industry employs less than 121,000 
people. 

The primary, if not the only source of new construction for the 
commercial shipbuilding industry at present, therefore, is the annual 
Navy construction programs. The Navy has consistently followed 
the policy of awarding most of its new construction to private yards 
and, during this fiscal year, is awarding all such work to private indus- 
try. The Chief of our Bureau of Ships estimates that about 64 per- 
cent of all private-yard employees are now engaged, directly or indi- 
rectly, in building, converting, and repairing naval vessels. This 
percentage is expected to increase in coming months because of the pro- 
spective decline in commercial work. 

For this reason it becomes of great importance for the Navy to insure 
that its work is distributed as equitably as possible throughout our 
shipping areas, in order that a balanced and widely dispersed mobili- 
zation potential can be maintained. Wherever it can practically be 
done, the Navy will adhere to its policy of awarding contracts to the 
lowest responsible bidder, but it must be borne in mind that price is 
not the only consideration involved, and that the Navy owes a duty to 
the taxpayers which includes the preservation of an adequate mobili- 
zation base as well as obtaining the most for its money in quality goods 
and services. 

In conclusion, Mr. Chairman, I would like to say that I am indeed 
grateful for the opportunity you have extended me to make the Navy’s 
position in this case a matter of public record. I can assure you that 
the Navy is deeply appreciative of the splendid work and fine crafts- 
manship of Bath Iron Works which over many years have given it so 
many fine ships. Their record of accomplishment and their position 
here will not be overlooked or forgotten. 

The welfare of this important part of our vital shipbuilding indus- 
try will always be a matter of utmost concern to the Navy Department, 
and careful attention will continue to be given to insure that Bath 
remains an important and indispensable part of our major shipbuild- 
ing facilities, in whatever work that future Navy programs make 
available. 

Thank you again for this opportunity to state the Navy’s case in a 
matter of great public interest. 

Mr. Hess. Mr. Secretary, we will hear now from Admiral Leggett. 


TESTIMONY OF REAR ADM. WILSON D. LEGGETT, JR., CHIEF, 
BUREAU OF SHIPS 


Admiral Leecrrr. Mr. Chairman and gentlemen, these charts are 
intended to emphasize the general statements made by the Secretary 
in support of our 

Mr. Hess. Before you proceed, Admiral. Would you prefer to 
complete your statement or will it be acceptable for the members to 
question you while you are proceeding? 

Admiral Leecerr. At any time, sir, it is perfectly all right. 

Anyway, I would like to start off by emphasizing one of the state- 
ments that the Secretary made, that it is our understanding that we 
are charged with using negotiated procurement as a dynamic instru- 
ment of preparedness to maintain a basic core of plants, facilities, 
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skills, and personnel, around which expansion can be made if urgently 
needed. 

I am going to present and use some charts to indicate to you first that 
dynamic action was needed in this particular instance; and second, 
that the basic facilities, skills, and personnel of the Bethlehem Quincy 
organization are essential to any rapid expansion of the shipbuilding 
industry. Third, that to do otherwise than we have done would have 
resulted in a loss of a major portion of that shipbuilding industry. 
Fourth, that the Bath Iron Works, which was deprived of the three 
destroyers, will not suffer unduly as a result of this action. And fifth, 
that the principles of dispersion, which are also a part of the congres- 
sional directive to the Secretary, have been observed in this instance. 

And sixth, I have one curve charted for the commercial shipbuilding 
situation in the country which will I believe illustrate the last point 
in the Secretary’s testimony. 

We will start off with the curve showing the employment at the 
Bath Iron Works. This curve starts in 1948. This is the wartime 
peak, of about 11,000 men, as you can see, and it comes downhill grad- 
ually until we get into about this point, in the end of 1946, when the 
workload was on the way down. 

Bath had on the books some trawlers for the French Government, 
on which they were losing a considerable sum of money. At that point 
they were debating closing their yard, and about the end of 1946 we 
awarded to them the contract for the 7immerman; that is, the DD 
828, a destroyer, on a negotiated, noncompetitive basis. We have made 
a number of other awards to Bath over this period of time on a nego- 
tiated, noncompetitive basis. 

For the record, the period of time I am referring to is from the end 
of 1946 to 1951, when the first competitive award was made. 

Now, gentlemen, I invite your attention to the fact that this is the 
period when we were considering the carrier award. 

That is the Ist of January 1954. At that point, as you can see, the 
curve of employment of the Bath Lron Works is rising. And that 
curve, to the best of our ability to predict any future work, gentle- 
men—and please keep that in mind, that this is in the future and that 
whoever is doing the job has a great deal of flexibility within his own 
plant as to how this work will be done—the rate of doing the work. 
But our curve at the time indicated that Bath had a rising and then 
a steady workload curve over into the middle of 1955, and that they 
had work on the books until 1956. 

With the award of the landing-ship tank—which, incidentally, is 
a new design of landing ship, and is about 8,500 tons, about 500 feet 
long, it is quite a considerable ship. 

Mr. Hess. Is that a negotiated contract ? 

Admiral Leecerr. That will be a negotited contract ; yes, sir. Nego- 
tiated with the Bath Iron Works, particularly because of the fact 
that they had previous experience in the design of the LST 1156, which 
was the last class of LST’s designed. 

This LST is the first of this particular class of LST’s, and was 
awarded to Bath for that reason. 

That would give them a steadily rising workload curve, until the 
third quarter of 1955. 

Now using chart No. 3. 


q 


BATH IRON WORKS 
THOUSANDS TOTAL EMPLOYMENT 


+ 


WORK PERFORMED FOR NAVY 
CONSTITUTES ALMOST ALL 


OF BATH IRON WORKS 
CONSTRUCTION. 
| 
PRESENT WORK 
ALL/| SHIPYARD WORK 3—DE Escort 1955) 
1 —LST Tank Landing Ship.-New Award | 
| } } | 
| | 
| 
| | 
| | | 
\ | 
} 
aN | | | | 
| | | 
WITHOUT LST TOTAL MANPOWER 
WITH LST 
} 
| | | 
| 
} | | | 
1943 | 1944 1945 1946 1947 i948 1949 | i950 | 1952 1953 | 
i954 | 1956 1967) 
REVISED 44152 O - 54 Face p. 8 No. 1 


| | 

| | | 


BETHLEHEM | 


STE 


LDING 
THQUSANDS QUINCY | 
‘TOTAL EMPI 
30 
2 
2 
SHIPYARD WORK 
lO} + 


DRAFTED BY CODE 65! 


6 FEB. 1954 -—REVISED 25 FEB 1954 


| 
| 
| 
| 
| 
| 


TEEL COMPANY 
ING DIVISION 

SY YARD 
MPLOYMENT 


iT NAVY WORK 
A 0O-Oiler Complete 
2—0 Destroyer Leaders} 1954 


3—D 0 Destroyers New 
Award 


WITH 3 || 


| 
1962 i968 1,2 3814 
| i966 1966 1967 


44152 O - 54 Face p. 8 No, 2 


DESTROYER CONTRACT TO BETHLEHEM YARD, QUINCY, MASS. 8) 


On the other hand, the situation as regards the Bethlehem Quincy 
yard indicates that during World War II, at their peak they reached 
about 32,000 men in the Quincy yard alone. That has declined stead- 
ily to this point, at which point we—I will get the date in just a 
minute, sir. In November 1947 we awarded to Quincy, on a non- 
competitive basis, two destroyer conversions from destroyer to de- 
stroyer escort. Since that time we have awarded to Quincy on a non- 
competitive basis the conversion of the Northampton, CA 125, to the 
CLC 1, and the competition of the CA 725. This was a cruiser con- 
version and completion. And the destroyer leaders, two of which 
were also awarded to Bath. So we have in this Navy program, up to 
this point, awarded eight ships to Bethlehem Quincy on a noncom- 
petitive basis over the period from 1948 to 1954. 

Mr. Nexson. Mr. Chairman, could I ask the admiral a question? 

Mr. Hess. Yes, Mr. Nelson. 

Mr. Netson. Admiral, has the Quincy yard ever procured a con- 
tract since the war on a competitive basis ? 

Admiral Leceetr. The Quincy yard has not been awarded a Navy 
contract since the war on a competitive basis. 

Mr. Netson. And the Bath yard started to be awarded contracts 
on the competitive basis at the close of the year 1950, as I understand 
your testimony ? 

Admiral Leeeerr. It was 1951, I think, for the first one—July 1951. 

On the Ist of January 1954, when we were considering what to do 
about the placement of the carrier and destroyers—the ships in the 
1954 building program—Bethlehem Quincy had on board a total of 
some 5,700 men. Among those 5,700 men is one of the finest design 
staffs that we have in the country, totaling about 800 people. 

Mr. Hess. Is that staff ever transferred from one Bethlehem yard 
to another 

Admiral Leccerr. No, sir, but all the warship design work is done 
at the Bethlehem Quincy yard. The workload was declining at the 
Quincy yard at such a rate that before the end of this year they 
would have been completely out of not only Navy, but commercial 
work. 

The award of the destroyers was made the second of February 1954, 
and as you can see from this curve, it requires about that much, about 
a year’s lead time, before we actually begin to pick up with a sub- 
stantial workload on these destroyers. 

Mr. Hess. So that the 5,000 men employed will drop to approxi- 
mately 2,500 or 2,000 before it would begin to pick up again? 

Admiral Leceerr. Yes, sir, that is correct, it will drop to about 
2,000. A good part of the 2,000 will be design staff, which is still 
retained. 

The Newport News Shipbuilding and Drydock Corp.: Roughly, 
the same situation at Bethlehem Quincy during the war, about 32,000 
men at their peak. 

Now I refer to chart No. 4. 
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NEWPORT NEWS SHIPBUILDING & D.D CO. 


THOUSANDS TOTAL EMPLOYMENT 
35 


| | 
| 
WITH CVA 61 
| 
ide | 
943 | 1944 | 1945 | 1946 | 1947 | 1948 | 1949 | 1950 | 1951. Ties 52 [1953 | 1954 | 955 1956 1957 | 


We awarded Newport News 2 destroyer conversions in October 
1947 and 1 carrier, the United States, in 1948, which contract was sub- 
sequently terminated, with practically no work having been done at 
Newport News. 

The conversion of the CVA’s started in 1950 and in October 1950 we 
awarded Newport News the conversion of the CVA 39. In 1951 we 
awarded them another carrier conversion, the CVA 15, and I would 
like to insert at this point that Newport News is the only private 
shipyard capable of doing one of these carrier conversions. All of 
the rest of them are done in naval shipyards. 

In July 1951, Newport News was awarded the contract for the Yor- 
vestal, ‘They have subsequently been awarded one CVA conversion. 
That is also in 1951. All of those awards are noncompetitive. 

Mr. Harpy. Only the conversion award; is that right? 

Admiral Leaeerr. The CVA 59 and the CVA 58 were also—— 

Mr. Harpy. Only conversion, no new construction ¢ 

Admiral Leeeerr. The only new construction which has been 
awarded to Newport News, Mr. Hardy, were the two carriers. 

Mr. Harpy. On a bid basis? 

Admiral Lrecerr. No, sir. 

Mr. Bares. Not the first one. 

Admiral Noncompetitive. 

Mr. Harpy. Noncompetitive. 

Admiral Leecrerr. That is right, sir. The last one is the only one 
which has been awarded on a competitive basis, and that is the CV A- 
61. 

Mr. Harpy. The other one—well, in both of the other cases they 
were essentially prototypes ? 

Admiral] Leeeerr. Yes; that is right. 


| | | | 
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Now, as you can see, gentlemen, even with the award of the carrier, 
the Newport News naval workload is dropping materially and with- 
out the award of the carrier would have terminated in 1955. With 
the award of the carrier, it now carries over to the end of 1957. 

Mr. Harpy. Admiral, in order to be able to be sure we understand 
what this picture reflects, you have indicated that the conversion of 
these CV.A’s could be accomplished only in Newport News yard or in 
a Government yard? 

Admiral Lreeerrr. That is correct, sir. 

Mr. Harpy. So if they were going to be done in private yards, they 
would have to be assigned to Newport News? 

Admiral Leeeerr. That is right, sir. 

Mr. Harpy. And that is not the type of job that lends itself to 
competitive bidding, is it? 

Admiral Leceerr. No, sir. 

Mr. Harpy. So that conversion of one of these carriers has to be 
done on a negotiated basis, to be satisfactory, even a smaller one that 
could be done in other yards. It doesn’t lend itself to competitive 
bids, does it ¢ 

Admiral Leeerrr. I think that we could handle it that way. If 
we had competition today on conversion of carriers, I think we could 
handle it on a competitive-bid basis. It would have been difficult 
when we started awarding these to Newport News, but I think we 
could do it today. 

Mr. Harpy. On the basis of your carriers, the Forrestal and the 
previous one, where we got the keel laid and then canceled the con- 
tract, there was no previous experience on that type of carrier which 
would have made it possible for the industry to bid on it: is that 
correct ¢ 

Admiral Leceerr. That is correct, sir. 

Mr. Harpy. I just wanted the record to show that insofar as the 
bidding is possible and feasible, the work that has been assigned to 
Newport News has been on a competitive low-bid basis. 

Is that substantially correct ? 

Admiral Leecerr. That is substantially correct; yes, sir. 

Mr. Gavin. What did you say, again? That it not quite correct. 

Mr. Harpy. Sam, read it to him, will you? 

Mr. Gavin. You can repeat it. You don’t need to read it. Just 
repeat it. It wasn’t quite clear to me what you said. 

Mr. Harpy. Well, I just wanted to be sure it was repeated 
accurately. 

Mr. Gavin. All right, repeat it, then, Sam. 

Mr. Harpy. I will tell the gentleman in words so I think he will 
understand what I was driving at, which needn’t be on the record, 
because I don’t need to repeat that. 

Mr. Gavin. You just got through saying it was on a noncompetitive 
bidding basis that these contracts were let, didn’t you ? 

Admiral Leeeerr. All except the last carrier award, sir. 

Mr. Gavin. Then why are you talking about it lending itself to 
competitive bidding? He said there isn’t any competitive bidding 
possible from these other plants. How could it be a competitive 
bidding basis? [Laughter. | 

Mr. Harpy. I don’t believe there is any essential difference between 
us. 
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Mr. Bares. Admiral Leggett, I would like to ask a question at that 
point. 

Admiral Leceerr. Yes, sir. 

Mr. Bares. Now, once you have started a new type of ship and 
you start out with a negotiated contract in that particular yard, after 
they have made it with one of those yards, and thereafter you cs 
these bids on a competitive basis, how can any other yards possi 
compete with a yard that is already set up to do the job? They ae 
their nose in the door and once it is in, they move their body in and 
lock the door. 

Mr. Gavin. That is what I was driving at, too. 

Mr. Bares. Well, with that thought in mind, what would be the 
future policy of the Navy Department ? Because quite obviously, if 
it is put on a competitive basis, only one yard will get future carriers. 

Now, if the policy is to be to give it to the lowest bidder now and 
hereafter, we can all understand where these larger carriers will go. 
If, on the other hand, we recognize the advantage that they have and 
perhaps if we also recognize the wisdom of dispersing some of this 
work, then we will perhaps have to go on a different basis. 

Mr. Harpy. Would the gentleman permit me to make a comment ? 

Mr. Bares. You will get in, no feat 

If I could get an under standing, rant if the Navy Department 
has already reached a decision on this matter. I think many of us 
would be interested in knowing what type of contract would be offered 
on future carriers. 

Admiral Leecerr. Do you want to take that Mr. Secretary / 

Secretary Anprerson. I will be glad to. 

Congressman, the Navy would not necessarily approach the awards 
of future ships on the basis that because one yard was given the origi- 
nal ship and perhaps Government facilities were put there and ex- 
perience was gained there, that all other ships need necessarily be 
built at that yard. 

I think we would utilize a method of seeking competitive proposals 
with a view to determining what sort of differential would exist be- 
tween a yard which did have the experience and the Government 
facilities and those which did not, and then with the benefit of that 
competitive proposal we would weigh the factors of dispersal, of 
creating other facilities, of giving other design staffs an opportunity 
to build the ships, and we would arrive at a conclusion, then, on what 
seemed to be the weight of the interest, so far as national welfare was 
concerned. 

Mr. Bares. Yes, sir, and that is exactly what you did in this par- 
ticular case. And I might add that I have read a good many Boston 
newspapers now that complimented you on your decision. But some 
of them were hard put to understand how you could have made a 
different decision. 

Now, the case comes up again, and I think the same circumstances 
will be present, where Norfolk, perhaps, may have even to cut down a 
little more than they did before. The circumstances will be identical 
to what they were before. 

So it would be more a question of policy than price, if any other 
yard was able to get a bid. 

Admiral Leccerr. Well, I can understand the feeling that the Con- 
gressman has that subsequent experience might give added advantage 
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to the yard. Nevertheless, I think that our responsibilities would be 
such that we would, each time we have one of the ships, have to raise 
the problem of competitive proposal, and weigh it against the others, 
unless the national welfare from a dispersal standpoint, or something 
else, seemed to be overwhelming. 

Mr. Bares. You understand the point I am making? 

Admiral Leacerr. Yes; I do, sir. 

Mr. Bares. That it is not only difficult, but it is impossible for any 
other yard to compete with a yard who has received one of these con- 
tracts originally on a negotiated basis. 

Mr. Harpy. Mr. Chairman, may I address myself to that point? 

Mr. Bares. I will yield to the gentleman. 

Mr. Harpy. I have to make the observation: I am sorry the gentle- 
man from Massachusetts brought this up because I didn’t intend to 
make this observation. But the Newport News yard, after having 
one contract, was able to bid successfully on others. But if I under- 
stand the record correctly, the Quincy yard hasn’t been able to sue- 
cessfully compete by bidding even on those which it has been building 
on a negotiated contract. 

Mr. Bares. What have they been building? 

Mr. Harpy. Well, the Admiral has testified as to quite a number 
that have been awarded to the Quincy since World War II, and I 
couldn’t find a single case where they awarded one on a competitive 
basis. 

Mr. Bares. Have you put that question’ Is that so? 

Admiral Leceerr. I think so. 

Mr. Bares. Of course, I think the gentleman from Virginia should 
understand this, too, Admiral. In the general Boston area, we had 
some 81,000 people working there during the height of World War 
II. At the present time we got about 16,000. That is the naval 
shipyard plus Bethlehem. 

Now, even though the personnel has gone down, the cost of carrying 
on these tremendous yards is still there. The overhead is terrifically 
expensive. As a consequence, you have to put those costs in. And it 
is in the national interest to continue a yard of that type, so they can 
produce in the event of war. But it means that if you have a very, 
very large yard today, much larger than the workload assigned to it, 
it justifies an efficient operation: it means it is going to be expensive. 

That is perhaps one, if not the most significant factor, why these 
costs are that way. 

Mr. Harpy. Will the gentleman yield again? I certainly wouldn’t 
dispute this question of national interest. The only point is I regret 
the gentleman brought up his contention a while ago that made it 
necessary for me to observe. 

Mr. Bates. No. I think it is a very pertinent observation, because 
we are interested in knowing what is going to happen in the future. 
Because I know the Secretary is very much concerned about many 
yards throughout the country. 

Secretary Anperson. That is correct, sir. 

Mr. Bares. He is interested in dispersal. He is interested in keep- 
ing all of these yards going in the event of war. 

Mr. Hess. Mr. Secretary, let me address a question to you. 

Secretary ANDERSON. Yes, sir. 
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Mr. Hess. With reference to the answer you gave Mr. Bates just a 
few moments ago. From that answer, wouldn’t it appear that in times 
such as these that we are going through now, that it is going to pbe- 
come necessary to negotiate all contracts for ships, rather than have 
bids? Isn’t there going to be one or another yard that has a lack of 
construction so that in order to keep that yard going we will have to 
have a negotiated contract with them for the award of a Navy ship? 

Secretary Anperson. I think, Mr. Chairman, that in the national 
interest we must give whatever consideration is required to keeping 
as large and as well dispersed shipbuilding capability as the national 
interest at the time demands. I do think we probably might employ 
some competitive factors, as by example, asking for competitive pro- 
posals, and then making some comparison as to what the cost is for 
the maintenance. Maybe it is a cost that we ought to bear and it may 
be higher, but it gives us some idea of knowing what it is. 

Now I think the members of the committee all understand that in 
asking for bids on a thing like a carrier, it isn’t the equivalent of ad- 
vertising for a bid of a much simpler product. And as a consequence, 
even the approach which shipbuilding companies may give to the 
specifications which we outline as the basis for competitive proposals 
may vary. I think that is also something which we will have to take 
into consideration in the years ahead. 

But generally speaking, I think the chairman is correct in saying 
that sufficient attention must be given to the national requirement of 
mobilization potential, that the right emphasis must be placed on 
negotiation. 

Mr. Héperr. May I ask a question, Mr. Chairman ? 

Mr. Hess. Mr. Hébert. 

Mr. Héserr. Mr. Secretary, in connection with the chairman’s ques- 
tion and your reply, I direct a question to you directly affecting the 
three destroyers which we have under discussion now. 

Secretary AnprerRson. Yes, sir. 

Mr. Héevert. Did the Navy ask for bids on a competitive basis with 
the understanding that the award would be made to the low bidder or 
did the yards involved, which offered bids, give their bid with the 
understanding that it was merely a competitive bid for the basis of 
further negotiation ? 

Secretary Anperson. At the time when we set out the specification 
for bids on the destroyers, we did not have in mind any policy other 
than that of awarding them to the most competent lowest bidder. 
When the workload of commercial and naval shipbuilding came, as it 
did, during the month of February establishing these curves of work- 
loads in the yard and when the carrier was awarded to the Newport 
News yard because of the large differential between the bids there 
and in Bethlehem, we then gave consideration to the problem of 
keeping the facility at Bethlehem in operation. 

At that time we concluded that it was not in the best national in- 
terest to accept the lowest bid of the Bath Iron Works. 

Mr. Heverr. But bids were invited ? 

Admiral Leeeettr. May I add to that, sir? 

Mr. Hésert. Yes, sir. 

Admiral Leecerr. The Secretary is perfectly correct and that was 
our intention when we sent them out, but actually we did ask for 
proposals as a basis for negotiation. We did not ask for bids. 
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Secretary AnpeRson. Well, we do that right along. 

Admiral Yes, sir. 

Mr. Héserr. I am merely trying to establish the climate in which 
the bids were submitted. 

Admiral Leeerrtr. Yes, sir. 

Mr. Heéserr. You did ask for bids? 

Admiral Leeeerr. No, sir. 

Mr. H&énerr. You did not ask for bids. 

Secretary ANnperson. We asked for competitive proposals. 

Mr. Héeerr. I am trying to establish that. 

Secretary ANpERSON. Yes. 

Mr. H&zert. So there would be no doubt in the bidder’s mind that 
the bid he was submitting was not a competitive bid but a competitive 
proposal ? 

Secretary Anperson. He understood it was a competitive proposal, 
but he wanted to make it as low as he could. 

Mr. Hérerr. And in this particular instance, as I understand it, 
the Quincy yard had not entered the competition at all. 

Secretary Anprrson. Yes, sir. 

Mr. Héperr. They did submit? 

Secretary Anperson. They did submit. 

Mr. Héserr. They did submit a bid on these 3 destroyers ? 

Secretary Anperson. Yes, sir. 

Mr. Hé¥zert. I am glad to clear up the record, because it was my 
impression prior to that the Quincy yard did not submit a bid. 

Secretary Anperson. They did submit a bid. 

Mr. Gavin. I believe you said that at the time you asked for bids, 
the Newport yard was the only yard that could handle the work. Now 
you said you could enter into competitive bidding for a contract 
with other yards; is that right? 

Admiral Leecerr. If we had another yard which was equipped 
so they could do these carrier conversions—it was conversions we 
were talking about at the time, sir. 

Mr. Gavry. Yes. Are there any other yards? 

Admiral Leeeerr. No other yards. 

Mr. Gavin. Then it is all negotiated ? 

Admiral Leegetr. That is right. 

Mr. Hess. Mr. Nelson. 

Mr. Netson. Mr. Secretary, in your statement you say you are pro- 
ceeding under 2 (c) (1) of the Armed Services Procurement Act ? 

Secretary ANDERSON. Yes, sir. 

Mr. Netson. And that is because of a directive issued in December 
of 1950? 

Secretary ANpERSON. Yes, sir. 

Mr. Netson. Directing you to use it on every occasion that you 
could ? 

Secretary ANperson. Well, I am not so sure of the language saying 
“every occasion that you could.” It is a general directive saying that 
in order to facilitate—I will read the exact language. 

Admiral Leecetr. I think it has been put in the record. 

Mr. Srecer. It is going inthe record. It says: 

When purchases and contracts are negotiated, section 2 (c) 1 of the Armed 
Services Procurement Act of 1947 should generally be used as the authority to 
negotiate, rather than other applicable exceptions in section 2. 
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Mr. Netson. Now, Mr. Secretary, as you know, I have a direct inter- 
est in this because the Bath Iron Works, although not in my district, 
has a good many employees who live in my district. I am naturally 
interested from that standpoint. But I think the committee has a far 
more basic consideration than that to consider, and that is the adequacy 
of the Armed Services Procurement Act of 1947 from the standpoint 
of the Navy and from the standpoint of national defense and also its 
fairness to the individuals who Vid. 

And I am sure you agree with me on that premise. On that basis, 
I would like to ask you a few questions about the Armed Services Pro- 
curement Act. You have picked section 2 (c) 1 as the justification 
for this award of contract, when under section 2 (c) 16 you are also 
amply justified in doing what you have done, are you not? 

Secretary ANDERSON. Yes, sir. 

Mr. Netson. That is the section which allows you to retain a facility 
in the interest of national defense ? 

Secretary Anperson. Yes, sir. 

Mr. Netson. Well, now, you state in your press release which you 
made on this deal, when you awarded the contract to Quincy, that: 

The Secretary of the Navy feels it is necessary to make an exception in this 
case to the Navy’s policy of awarding to the lowest qualified bidder. 

Now I want to ask you this. Isn’t it true that that policy is the ex- 
ception rather than the rule in the Navy today ? 

Admiral Leecerr. No, sir, we have made some other exceptions but 
they are very definitely in the minority. 

Mr. Netson. Well, isn’t it true, Mr. Secretary, or Admiral, that the 
majority of your contracts are negotiated ? 

Admiral Leeeerr. Yes, sir. 

Secretary ANpERsON. You mean of shipbuilding contracts? 

Mr. Netson. Shipbuilding contracts, and that is all I am talking 
about. 

Admiral Leecerr. That is right, sir. 

Mr. Netson. The majority of your shipbuilding contracts are nego- 
tiated and competitive bidding are in the vast minority, isn’t that 
true? 

Admiral Leecerr. Oh, definitely; yes, sir. 

Mr. Neson. Now just to clear the air—and I am sure that is all we 
require—is there anything in the Armed Services Procurement Act, 
Mr. Secretary, that requires you to award the contract to the lowest 
bidder? 

Secretary Anprerson. You mean that would necessarily require you 
to do so? 

Mr. Newson. That is right. 

Admiral Lreacrerr. No, sir. Yon have to justify exceptions if it 
is an advertised competitive bid. 

Secretary Anperson. If it was an advertised competitive bid, you 
would have to go to the lowest responsible bidder; yes, sir. 

Mr. Netson. Just for the matter of the record, Mr. Chairman, I 
would like to read from section 3 (b) of the Armed Services Pro- 
curement Act, which says: 

Award shall be made with reasonable promptness by written notice to that 


responsible bidder whose bid, conforming to the invitation for bids, will be 
most advantageous to the Government, price and other factors considered. 
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Secretary Anperson. That, Congressman, I think has reference to 
formal advertising method of procurement, where you advertise for 
bids. 

Mr. Netson. What I am asking you, Mr. Secretary, is: Is there 
anything in there that requires you to award the contract to the 
lowest bidder ? 

Secretary Anperson. No, sir; I wouldn't think so. 

Mr. Newson. Is there anything in any law that requires you to 
award the contract to the lowest bidder? 

Mr. Srecer. If I might answer that question. In formal adver- 
tising, and that is under section 3 of the act and is to be distinguished 
from negotiation of contracts under section 2, in my opinion the 
Comptroller General does more or less restrict us to awarding con- 
tracts to the low responsible bidder. It is true that we may take into 
consideration “price and other factors” in formal advertising, but in 
a decision of the Comptroller General he has narrowed a great deal 
our discretion with reference to just what factors we may consider. 

So I would state that in formally advertised procurements, we make 
the award to the lowest responsible bidder who has submitted an ac- 
ceptable bid, that is, a conforming bid. 

Mr. Netson. And in what cases does the comptroller permit 
exceptions / 

Mr. Srecer. We may consider place of inspection and the qualifi- 
‘ations and experience of the particular bidder, etc. For example we 
may consider as to whether he can perform the work. But if all of 
those factors are present, and we have a responsible bidder who has 
submitted a conforming bid, then in formal advertising—the awards 
are made to the lowest responsible bidder. 

Mr. Netson. Then let’s get down to this particular case, because all 
I want are the facts. In this case you made a formal advertisement for 
bids, did you not, Mr. Secretary ? 

Secretary ANperson. No; we did not make an advertisement. 

Mr. Netson. How were these bids selected ? 

Secretary Anperson. We selected the yards to which we sent bids for 
competitive proposals. 

Mr. Netson. You just selected the yards and sent them a notice and 
asked them to bid? 

Secretary Anperson. Yes, sir. 

Mr. Netson. And you do not consider that a formal invitation to bid 
within the meaning of the Armed Services Procurement Act? 

Secretary ANperson. No. We differentiate that type of proposal as 
being one different in nature. 

Mr. Netson. In your opinion was this a negotiated proposal all the 
way through and you asked for competitive bids just to start the basis 
for negotiation 

Secretary ANDERSON. We asked for competitive proposals, yes, sir. 

Mr. Netson. Now, you have stated that most of the contracts for 
ships now in the Navy are negotiated, is that correct? 

Secretary ANDERSON. Yes, sir. 

Mr. Netson. Under the provisions of 2 (c) 16 of the Armed Services 
Procurement Act, you are permitted to award contracts in order to keep 
a facility going in the interest of national defense ? 

Secretary ANDERSON. Yes, sir. 
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Mr. Netson. And also under that provision you are required to 
report once each 6 months on how many of those contracts you have 
negotiated ? 

Secretary Anperson. Yes, sir. 

Mr. Netson. Now, I asked for that information on Tuesday and I 
don’t have that yet. Do you have that information, Mr. Secretary ? 

Secretary Anperson. I don’t, no. Do you have any? 

Admiral Leecrerr. We have made a semiannual report on that, sir, 
but in accordance with this order from the Secretary of Defense which 
is now a part of the record, we are using section 2 (c) 1 and we have 
reported no procurements under 2 (c) 16. 

Mr. Netson. Well, Admiral, if I may, 1 show you a memorandum 
which I have just received from the Navy in response to my request— 
it is not in too much detail, but I show you a memorandum and ask 
you to look at classification 2 and see the items listed. 

(The document referred to is as follows :) 


FEBRUARY 26, 1954. 
Subject: Report requested by Congressman Nelson. 

1. Attached is the information you have requested covering procurements 
negotiated under the authority of Armed Services Procurement Act of 1947, 
sections 2 (c) 11 and 2 (c) 16 from 1948 to December 31, 1954. With respect to 
the attachment, please consider the following amplification : 

(a) Category I represents those research and development contracts spe- 
cifically citing 2 (c) 11 as the negotiation authority. 

(b) Category III represents all research and development contracts regardless 
of negotiation authority cited and is of far greater value than category I be- 
cause of the citation of 2 (c) 1 as the negotiation authority in view of the 
existence of the national emergency. 

(c) With respect to category II, it is to be noted that the number of actions 
citing 2 (c) 16 as the negotiation authority decreases from fiscal 1951 to present 
(the last report covering the period July 1, 1953, to December 31, 1953, was 
negative) by virtue of the existence of the national emergency and pursuant to 
instructions requiring contracting officers to cite 2 (c) 1 as negotiation authority 
for administration expediency. 

2. All dollar figures in categories I, II, and III represent “net” figures, that 
is, the amounts obligated during the period less all adjustments including the 
value of terminated contracts which were terminated during the reporting 
period irrespective of the time such contracts were entered into. 

8. With respect to the recent Bureau of Ships’ Contract NObs-3556 with the 
Bethlehem Steel Co., shipbuilding division, in the amount of $53,022,000, cover- 
ing 3 class DD 931 destroyers, again, pursuant to existing instructions, section 
2 (c) 1 was cited as the negotiation authority although the criteria and con- 
siderations of 2 (c) 16 were utilized in evaluating the bids and formed the 
basis for making the award. 

Very respectfully, 


D. V. WENGROVIUS, 
Commander, Supply Corps, United States Navy, 
Assistant Director, Procurement Division. 
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Number of Dollar 
actions ! amount ? 
I, Armed Services Procurement Act 1947 (Public Law 413, 80th Cong., 2d 
sess.), sec. 2 (c) 11 (research and development): 
Fiseal year 1949__- ie 508 
Fiscal year 1951___ 517 
Fiscal year 1952 58 
Fiseal year 1953 27 
Fiscal year 1954 (July 1-Dee. 31) 3 
Il. Armed Services Procurement Act, 1947 (Public Law 413, 80th Cong., 
2d sess.), sec, 2 (c) 16 (purchases in the interest of national defense 
and industrial mobilization): 
Fiscal year 1949 74 9, 304, 491 
Fiscal year 1950 5 83, 585, 717 
Fiscal year 1951 _- ean 89 9 2, 000 
Fiseal year 1952__ 31 22,7 100 
Fiscal year 1953 il 28, 
Fiseal year 1954 (July 1-Dee. J 0, 000 
III. Public Law 557, 82d Congress, 2d session, sec. 44 (research and 
development): 
Fiseal year 1953_ 1,322 374, 813, 000 
Fiscal year 1954 (July 1-Dec. 31) 269 123, 78, 000 
1 The number of actions in fiscal years 1949 and 1950 include all contract modification Beginning in 
fiscal year 1951 the number of actions represent only new procurement 
2 The dollar amounts represent the net totals, and include the prices of all contract modifications 
3 Represents net credits 
4 The actions and dollar figures reported here represent actions $10,000 or more, and not the $50,000 and 


above required to be reported by this act. 


Admiral Leccerr. I am not sure that I understand this. 

Mr. Netson. Well, 1am not either, Admiral. That is why I showed 
it to you. 

Admiral Leecerr. Let’s see where it came from. I can answer that 
now, sir. 

The reports which you asked about are submitted to the Congress 
every 6 months, and the order was issued in December 1950 to start 
using section 2 (c) (1) instead of the other exceptions under para- 
graph (c) which are authorized by the law. 

It took apparently some time for that order to become fully ef- 
fective. And as you will note, there have been a decreasing number 
of actions under 2 (c) (16) as covered by this report, until the final 
report covering the period from July 1 to December 31, 1953, which 
show no actions under 2 (c) (16). 

Mr. Netson. Mr. Chairman, I would just like to point out for the 
information of the committee that this memorandum I received from 
the Department of the Navy shows that in 1949 there were 74 excep- 
tions made under the particular section of the Armed Services Pro- 
curement Act, involving over $9 million; in 1950, 56 involving over 
83 million; in 1951, 89 involving over 93 million, and as the admiral 
says, there have been declines from then on. 

Mr. Secretary, is it not the thought of the Navy that you will go 
on using section 2 (c) (1) in an emergency declared at the beginning 
of the Korean war ? 

Secretary Anprerson. As I indicated in the beginning of my state- 
ment, Congressman Nelson, we have now asked Mr. Fogler, the As- 
sistant Secretary for Procurement, and the various staffs to make a 
study as to whether or not the other subsections of the act should not 
be used, rather than 2 (c) (1). 

Mr. Nextson. And that study is presently going on ? 

Secretary ANpERSON. Yes, sir; and we will be glad to report our 
conclusions. 
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Mr. Netson. Could you give that information to the committee 
when you have it ? 

Secretary Anperson. Yes, sir. 

Mr. Netson. Now, Admiral, if I might ask you a question: These 
charts which you have shown are projected only for the shipbuilding 
work which you have up to and including fiseal 1954; is that right? 

Admiral Leacerr. That is correct, sir. 

Mr. Netson. And there is no work or no workload shown in 
these charts for anything that you might have under the fiscal 1955 ap- 
propriation 

Admiral Leccetr. That is correct, sir. 

Mr. Netson. Well now, Mr. Secretary, the people up in Maine are 
very interested in why you are paying the $614 million differential to 
the Quincy yard. And inasmuch as you can explain it in an open 
meeting of this committee, I would like to hear it. 

Secretary ANpERSON. Well, Congressman, again, it comes back to 
the statement which I made initially to the committee and has specific 
reference to the charts which the admiral has been going over with 
you. 

When the carrier award was made to the Newport News shipbuild- 
ing vard, it was made because the difference between the bid sub- 
mitted by that company and the next lowest bidder was in the neigh- 
borhood of 28 millions of dollars. Speaking to the point which 
Congressman Bates raised a few moments ago, we recognized that. 
there were other factors to be considered—maintenance of other 
facilities, dispersal and so forth. 

We gave every consideration that we knew to it, both from the 
standpoint of the civilian group of the Navy, and Admiral Carney 
and his staff from the standpoint of the military group. 

We felt that the $28 million difierential was too large a differential 
to absorb. We then had a discussion with the Bethlehem Steel Co. 
and pointed out to them that there was a differenial in the bids of such 
magnitude that we felt that we could not accept it, and that we ought 
to discuss with them the future of the Bethlehem yard. 

They did discuss it with us quite frankly, their potential of com- 
mercial building. We discussed with them the possibility of putting 
into their yard two ammunition ships which have not yet been 
awarded. After mature consideration on their part, they advised 
us that they felt that they could not keep the yard open. 

At that time, we called down the president of the Bath Iron Works 
and we told the president of the Bath Iron Works quite frankly what 
our problems were, that his shipbuilding company had been a very 
able one, that we were faced with a problem of deciding whether or 
not we should keep the Bethlehem Steel Co. yard, Quincy yard, in 
operation. That we had arrived at the conclusion that although he 
was the low bidder or the low proposer, made the low proposal, that 
nevertheless, we should not award on this basis. 

It was a source of disappointment to Mr. Newell. Mr. Newell 
stated that he had emphasied to his management, and to his unions, 
the necessity of being as low as possible in their costs. We told him 
that we appreciated that fact and felt we could do no less than to 
explain to his directors and to his unions that the decision of taking 
this ship or these ships from the yard which made the lowest proposal 
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and giving them to the Quincy yard was done in the national interest 
and in the exercise of our best judgment. 

Mr. Nexson. Mr. Secretary, if I might interrupt, I think that the 
Bath Iron Works and the employees and the people in Maine, realize 
that you have acted in the national interest and don’t question your 
sincerity a bit. There is one practical thing that sticks in their crop 
and that is why between two yards in the same area practically speak- 
ing, there should be a $614 million differential. 

That is what I would like to be able to explain to them. 

Secretary Anperson. Well, I doubt that 1 would be fully explana- 
tory of that fact because it woula require a knowledge of manage- 
ment, overhead, labor rates, and all of the other factors which go into 
making up the competitive proposals which the companies make. 

Mr. Netson. Is there quite a differential in labor rates between Bath 
and Quincy ? 

Secretary Anperson. I don’t remember the exact one. 

Mr. Chairman, if I may, and Congressman Nelson, we have break- 
downs on the various proposals between the companies so far as the 

carrier is concerned, and the destroyers. Those breakdowns we would 
be glad to show the members of this committee in confidence. I think 
that due respect for the management of the various companies would 
not permit x oa to become a part of the public record. 

Mr. Hess. I agree wholeheartedly with you there, Mr. Secretary. 

Secretary Anperson. But so far as showing them to the members 
of this committee in confidence, is concerned, we would be glad to do 
it, sir. 

Mr. Netson. Mr. Secretary, could I ask you this one question and 
you answer it or not as you see fit. 

Does the maintenance of this staff of 800 design specialists that the 
admiral has testified to come into this differential ¢ 

Secretary Anperson. Yes, sir; I am sure that it does. 

Mr. Newtson. The maintenance of a design staff 

Secretary ANDerson. Yes, sit 

Mr. Netson. Which is important to the Navy from the standpoint 
of design of its ships, is that correct ? 

Secretary AnpDeRsON. That is correct, and not only important from 
the design of ships as such but also to form the nucleus to train other 
design staffs if emergency requires it. 

Mr. Netson. Now, Mr. Secretary, 1 am sure the committee would 
like to get some idea of the magnitude of your problem which we 
appreciate and know is a big one. 

Could you tell the committee how many yards in the country you 
think are essential and should be kept in operation 4 

Secretary Anperson. I think that will be pretty well shown by one 
of the subsequent charts that the admiral has, if you would like to 
see it. 

Mr. Netson. There is one other thing, Mr. Chairman, I would like 
to clear up if I could, and that is: It is common rumor, and that is 
all it is, that there are political implications to this award of the con- 
tract and I would like to hear what the Secretary has to say on that. 

Secretary Anperson. Well, Congressman Nelson, I can tell you in 
all honesty and from the bottom of my heart, that the considerations 
which we weighed were not political but were with as much ob- 
jectivity as to what was the best interest of the Nation that I knew how 
to give it. 
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Mr. Hess. Are you finished ? 

Mr. Netson. Mr. Secretary, do you feel that under the policy the 
Navy is now following which you have stated is negotiation so far as 
shipbuilding is concerned, that you can keep the essential shipyards 
alive, or do you need some other law, some subsidy law or something 
of that kind? 

Secretary Anprerson. Congressman, I think that would not be pos- 
sible of answer until we know the magnitude first of the shipbuilding 
program that will be authorized by the Congress, as to whether or not 
certain legislation which would authorize the construction of addi- 
tional tankers receives favorable consideration, and as to whether or 
not we are able to develop a returning enlarging volume of commercial 
business. 

We recognize that the problem is a very serious one. There are not 
very many hopeful signs that would ease or ameliorate our problem. 
But we are going to do the very best we can to keep the size of the 
mobilization base that we think is necessary during these uncertain 
times. 

Mr. Nexson. The policy you are now following is in effect an in- 
direct subsidy to shipyards necessitated by national defense, isn’t that 
correct ¢ 

Secretary ANnperson. I think you could only construe this addi- 
tional cost in this particular case as a premium in order to keep the 
facility in operation. 

Mr. Netson. That is all I have, Mr. Chairman. 

Mr. Hess. Mr. Cunningham. 

Mr. Cunninonam. Mr. Secretary, could you tell us the cost, con- 
tractual cost of the three destroyers. 

Secretary Anperson. Yes, sir, $53,022,000. 

Mr. Cunnrneuam. And that is the cost you are paying at Quincy? 

Secretary Anperson. Yes, sir. 

Mr. Cunnincuam. Therefore, the cost to Bath would be 614 million 
less than that? 

Secretary AnpERson. Yes, sir, approximately that. 

Mr. Cunnrincuam. That means, then, that you are paying a pre- 
mium of over 12 percent, roughly 12, or 13 percent, above the Bath 
price in order to have the work done at Quincy ? 

Secretary Anprrson. Well, I haven’t calculated the percentage. 

Mr. Cunnrnenam. Well, approximately that. 

Secretary Anperson. Yes. 

Mr. CunninGHAM. Now, Mr. Secretary, I am not interested in Bath, 
nor Newport nor Quincy, but as an admiral of the “Iowa Navy” that 
doesn’t even have a canoe, I am interested in the taxpayers. I can 
appreciate your statement awhile ago that for defense reasons it might 
be necessary to award this contract to Quincy to keep their shipyard 
going. 

But if it had been awarded to Bath, naturally Bath would be ex- 
pected to make a profit. Therefore, the profit to Quincy, being 
located in the same general vicinitiy of the United States, must have 
been in excess of—must be in excess of 614 million, which would be 
over 12 percent. Are there conditions between the two locations that 
would taken that picture? I would like to see some justification for 
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Secretary ANbErsoN. The profit would not necessarily be repre- 
sented by the total differential. When we give the breakdown of the 
figures to the Congressmen, I think you will see that it is not. 

Mr. CunnincuaM. In other words, that breakdown will show that 
the cost to the Quincy yard would be greater in building them than the 
cost to the Bath. 

Secretary ANDERSON. Yes, at least from the proposer’s point of view. 

Mr. Cunnineuam. And would it be as much as 6 or 614 million? 

Secretary Anperson. Well, as a matter of fact, on the basis of the 
competitive proposals that were received, between the two yards, it 
was In excess of 614 million. That is, there was more than that much 
spread. And when we concluded that the award should be made in 
this fashion in order to keep the facility at Quincy in operation, we 
first sought a conference with Quincy to be sure that the three destroy 
ers in their judgment as in ours would keep the yard in operation. 

Otherwise, we would not have accomplished our objective. In the 
second place, we required that they reduce their proposals on each ship 
by $1 million to be taken entirely out of profits. 

Mr. Cunnrncuam. In other words, the Quincy bid was $3 million 
higher than what you awarded the contract on. 

Secretary Anperson. Yes, sir. 

Mr. CunnincHAM. That is all, Mr. Chairman. 

Mr. Bares. In other words, they might even lose money up there on 
this particular bid ? 

Mr. Hess. Mr. Fisher. 

Mr. Fisuer. Mr. Chairman, I think the question I had in mind has 
been answered. I believe the record is now clear that if the award had 
not been made to Quincy, Quincy would have closed down. 

Secretary ANprrson. Yes, sir. 

Mr. FisHer. No question about that. 

Secretary AnDrerson. We did not think there was, no, sir. 

Mr. Fisuer. I see. 

And among other reasons, why you feel it is important to the na- 
tional interest to keep Quincy going is because of these highly skilled 
irreplaceable rete em there in design which you feel is particularly 
essential as a base for national security. 

Secretary Anperson. We felt so: yes, sir. 

Mr. Fisner. That is all. 

Mr. Hess. Mr. Hardy. 

Mr. Harpy. I believe I understood right there just before you fin- 
ished your answer—I don't know whether it was Mr. Bates or Mr. 
Nelson—actually, your negotiated contract with Quincy was $3 million 
less than their bid ? 

Secretary ANprRsoNn. Yes, $3 million less than their proposal. 

Mr. Harpy. Less than their proposal. You feel your present con- 
tract is a pretty firm contract and you won’t have to make an upward 
adjustment ? 

Secretary Anperson. Well, from what I have looked over in the 
past history of shipbuilding, there are nearly always some changes 
made along the way, but we think that as nearly as possible, as nearly 
as we can draw the specification, it is firm. 

Mr. Harpy. Of course; I don’t know what provisions you have in 
the contract with respect to price adjustments. Were there any other 
than based on change specifications ¢ 
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Admiral Leecerr. Escalation. 

Mr. Harpy. Escalation. Well, I presume you have that in practi- 
‘ally all of them. 

Admiral Leeeerr. That is right. 

It is the same kind of contract we have with Newport News. Itisa 
fixed-price contract subject only to changes which are necessitated by 
circumstances subsequent to the entering of the contract. 

Secretary Anperson. And escalation. 

Mr. Harpy. Just one other brief one. I believe it was indicated that 
since World War II Quincy had not had any new ship construction 
business except that awarded on a negotiated basis by the Navy; is 
that right ? 

Admiral Leceerr. No, sir. 

Mr. Harpy. Well, I am glad to get myself corrected. Now, has 
there been much commercial work at Quincy ? 

Admiral Leecerr. They have been supported almost entirely by 
commercial work which they presumably got in a competitive market. 

Mr. Harpy. That is the answer that I was looking for. 

Mr. Bares. Now, that we have the gentleman from Virginia en- 
lightened—he thought he really had something there, Admiral. 

Mr. Secretary, do I understand that there will only be about 800 
actual workers, as differentiated from design people and people nor- 
mally used for overhead purposes, employed as a consequence of this 
contract 

Secretary Anprerson. No. 

Admiral Leacerr. May I correct the figure, please ? 

Secretary Anperson. Yes. 

Admiral Leecerr. I have just gotten the new figure, and we have 
only 400 people in that design group at Quincy today. They have 
been cut down already by that much. Part of those people are sup- 
ported on a contract of designing the ammunition ships for us and 
the other part are supported on other Navy work in the yard, plus 
commercial work which they have up there today. 

Mr. Bates. Which will be completed by the end of this year? 

Admiral Leaeerr. Which will be completed by the end of this year. 

Mr. Bares. I will address myself to the end of this year. Is there 
any other work lined up as far as Quincy is concerned at the end of 
this year? 

Secretary ANpEerson. You mean other than these destroyers? 

Mr. Bares. Yes. 

Secretary Anperson. Nothing that is firm as of yet. 

Mr. Bates. That is the thing that somewhat distresses me. We have 
the same situation over in South Boston. 

Secretary ANpERSON. Yes. 

Mr. Bates. Where that workload has been going down and down 
and down, from 50,000 down to and around 11,000 now. 

We just lost 10 submarines up there. Admiral Leggett is familiar 
with that. 

Get back to carriers for a moment, Mr. Secretary. 

Secretary ANpERSON. Yes, sir. 

Mr. Bares. I would like to ask you something about prospective 
drydocks for these carriers. Is there anything contemplated along 
that line? 
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Secretary ANDERSON. You mean as to the construction of addi- 
tional ones? 

Mr. Bares. Yes. 

For instance, we got a large drydock up there which would take 
the hull but it wouldn’t take the topside of the ship. Is there any- 
thing lined up along that line? 

Secretary Anperson. There is no specific program for the construc- 
tion of an additional drydock. 

Mr. Bares. You see, we are located up there in an area that is 
closest, the closest you can get to Europe. 

Mr. Harpy. Your costs are so high. 

Mr. Bares. 1 didn’t yield to the gentleman. 

Now, is there anything being developed along that line of enlarge- 
ment of drydocks to accommodate these carriers / 

Admiral Leecrerr. We have the program at the present time, which 
is going ahead 1 or 2 drydocks at a time, to move crane rails, which 
will make the drydocks suitable for this carrier with the wider flight 
deck. 

So far Boston is not in that program, and so far we have no plans 
to widen the drydock at Boston to make it suitable for a Forrestal 
type carrier. 

Mr. Bates. What other ones do you have lined up? 

Admiral Leecerr. Only the yards which have docks already big 
enough and all we are doing is moving the crane rails back so that 
the 

Mr. Bares. Well, isn’t that the situation you face at Boston ? 

Admiral Leccerr. No. I think that Boston actually has a limita- 
tion on the drydock itself. 

Mr. Bares. Now, the information that came to me, Admiral, is all 
you had to do is remove the crane rails, that the hull could be accom- 
modated but your flight deck could not be because of crane rails. 

Admiral Leccerr. If that is the case—and you may be right—then 
it will be in the program, but it isn’t high in the priority list. The 
South Boston drydock is long enough but lacks the necessary width to 
handle Forrestal class carriers. Certain alterations, therefore, would 
be required, including a new caisson and relocation of existing crane 
tracks. There are six other east. coast Navy drydocks large enough 
to handle these carriers. While improvement of the South Boston dry- 
dock would be desirable from the standpoint of long-term prepared- 
ness, such a project is considered best deferred for the present. The 
first Forrestal class carrier will not join the operating forces for more 
than a year. However, renewed consideration will be given to en- 
larging the South Boston drydock when a need arises for additional 
large drydocking facilities on the east coast. 

Mr. Bares. Because of the information which you are going to 
receive 

Admiral Leceerr. Right. 

Mr. Nexrson. If we are through getting some more business for 
Boston, Mr. Chairman, may I ask 


Mr. Bates. The gentleman has only had about an hour. 

Mr. Neutson. Mr. Secretary, could you give us the figures on the 
amount of negotiated contracts for shipbuilding that has been had at 
Bath, Quincy, and Newport News? 
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Secretary ANperson. Yes, sir. 

Mr. Newson. This will be since the war. 

Secretary ANperson. Since the war; yes, sir. 

Admiral Lecerrr. These are cumulative sheets. They are down 
here at the bottom. I had a little trouble finding which is which. 

Secretary Anperson. Go ahead. 

I just wanted to be sure it is the same one. 

Admiral Leaerrr. Yes, sir. 

For the Bath Iron Works since the war, we have awarded non- 
competitively $128,148,000 and competitively, $86,513,869. 

To Bethlehem, Quincy, we have awarded noncompetitively, in- 
cluding the 3 destroyers under discussion, $158,035,000. 

To Newport News Shipbuilding & Dry Dock Co., we have awarded 
noncompetitively $256,497,317 and competitively $118,431,000. To the 
New York Ship Building Corp., we have awarded noncompetitively 
$56,548,925, and competitively, $93,550,000. These figures are based 
on a combination of adjusted or redetermined prices where available 
and upon initial contract prices in those more recent cases where no 
adjustments have been made to date. 

Mr. Netson. Mr. Secretary, are those the only shipyards on the east 
coast that you deem essential to keep ready in case of an emergency? 

Secretary AnpEerson. Well, those are the major yards for large type 
combatant ships. 

Mr. Nexson. Mr. Secretary, for the record could you give us any 
estimate of how much it would cost taxpayers if the Quincy yard was 
allowed to close and had to reopen in case of emergency ? 

Secretary Anprerson. No, sir. 

I would think any cost figure that I would give would be a specu- 
lative one. 

Tam sure it would be very expensive, but I wouldn’t know how to 
compute it, sir. 

Mr. Netson. You figure it would be far in excess of the $614 million 
you are paying here? 

Admiral Leacerr. Yes, sir. 

Secretary Anperson. Well, Admiral Leggett says yes. I frankly 
have not tried to make a specific calculation. We felt that probably 
it would. 

Admiral Leacerr. I base my statement on the closing and opening 
of the Long Beach Naval Shipyard, which cost us a lot more than 
that. 

Mr. Netson. How much did that cost? 

Admiral Leecrerr. Well, about 10 to 15 million dollars. I am 
pulling figures out of the air. I know it was over 10. 

Mr. Netson. There isn’t any possibility, Mr. Secretary, of keeping 
any of these yards in standby condition if we run out of naval yard 
work? 

Secretary Anperson. Well, if we run completely out, that is a prob- 
lem that will face us. 

Admiral Leccerr. Mr. Nelson, we have a number of yards in a 
standby condition, some of which are committed to go to Bethlehem 
for operation in the event of mobilization, and if we lost this nucleus 
at. Bethlehem we also lose the potential management for those yards 
which are now in a reserve siatus. 
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Mr. Netson. Well, then, you have had experience as to the cost of 
maintenance of a standby yard, have you not? 

Admiral Leacerr. That is correct, sir. 

Mr. Netson. How much do they cost? 

Admiral Leeerrr. Well, of course, they vary widely. The condi- 
tion in which they are maintained also varies widely. We have figures 
in the budget for the maintenance of standby yards. They run into 
several million dollars every year. In fiscal 1953, about $500,000, or 
about 2 percent of acquisition cost, Was required for security and for 
normal and long-term maintenance of the Kearny, N. J., Government- 
owned standby yard. Some of the facilities are being used by the 
Department of the Army and by lessees of the Government. 

Mr. Nexson. Of course, I realize the big difficulty you face in a 
standby yard is regaining the skilled help that you already have, is 
that right? 

Admiral Leeeerr. That is correct, sir. 

One of our responsibilities is to keep those skills as well as facilities. 

Mr. Nexson. In your policy of maintaining standby yards, do you 
keep any of those skills available? 

Admiral Leeerrr. No, sir. 

Mr. Hess. Mr. Gavin. 

Mr. Gavin. This discussion seems to center around Bath and Quincy 
and Newport News. And I would listen with a great deal of interest 
to the policy of the Department of the Navy in regard to continued 
operation of these yards in our program of national defense. 

And I presume that you intend to show us a chart about the various 
yards on the east coast. I am anxious to get into that phase of it. Be- 
cause I am particularly interested in the Philadelphia yard. There 
doesn’t seem to be much concern as far as the Department of the Navy 
is concerned in allocating work to that particular section which has 
just as much unemployment and difficulties in the maintenance of 
the Philadelphia Navy Yard which at one time was one of the great 
yards on the east coast. 

Now, can you tell us something about—in view of the fact that you 
have outlined here 128 million to one, 158 million to another, and 
four-hundred-some million to Newport News, and the New York ship- 
yard—what have you done for the Philadelphia yard? I am inter- 
ested, naturally. Everybody else seems to be concerned about their 
own locale. So I am just interested to have you, Admiral, show us in 
chart and then tell us about Philadelphia? 

Admiral Leceerr. Be very happy to, sir. 

Mr. Gavin. What you have done for Philadelphia ? 

Admiral Leeerrr. This is not the Philadelphia Navy Yard, sir. 
This is the New York Ship Building Corp. in Camden. I will use 
Chart No. 5. 

Mr. Gavin. Yes. 
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NEW YORK SHIPBUILDING CORPORATION 
TOTAL EMPLOYMENT 


THOUSANDS 
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1956 1957 
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Admiral Leeeerr. It has much the same condition as we have at 
Bath. This chart as you will notice, only starts in 1954. We did not 
go back all the way with New York Ship because it wasn’t one of the 
prime contenders. But it is now operating at a level of about 5,900 
people in the yard. It has a rising workload through the year 1954, 
until September, at which time it declines, going down to about 5,900 
again by the end of this year, if no additional work is awarded to 
New York Ship Building Corp. 

In other joss. there is not acrisis at the moment. 

Mr. Gavin. Well, have you anything to show back in 1948 and 1949, 
and 1950, what they had? You are now showing us up—you are 
bringing us up to 1954. What was the size of the yard, back in 1950 
and 1951? 

Admiral Lecerrr. The following information is submitted for the 
record : 


Ships awarded since 1946 ames "eee Competitive or noncompetitive 
Pe ee Dec. 22,1950 | 1 8, 399, 275 Do. 
Dec. 4,1951 | 24, 675, 000 Competitive (for CAG-2). 
ar do | 19,449,650 | Noncompetitive (for CAF-1). 
68, 875, 000 


| Jan. 28,1952 
| 


! Redetermined price. 
Total competitive awards, $93,550,000, total noncompetitive awards, $56,348,925. 


Mr. Gavin. You are giving us tops now, on 1954 and 1955. I would 
like to see what they did produce and how important and how essen- 
tial they were in the defense program and where they stand today. 
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Admiral Leccerr. Their top employment was about 20,000, which is 
roughly twice as big as Bath and about two-thirds the size of the New- 
port News. 

Mr. Gavin. And how many would you say are employed there now ? 

Admiral Leacerr. Five thousand. 

Mr. Gavin. Yes; 20,000 down to 5,000? So I don’t know about this 
situation. It is about time, then, I would say that some consideration 
be given to allocating of work to that p: ag “uli ar yard to afford relief 
to some 15,000, if in ‘the estimation of the N avy they consider it just 
as essential as these other yards, and I presume you do—do you? 

Admiral Leacerr. Yes, sir. 

Mr. Gavin. You do. 

Admiral Leecerr. Not quite as essential as Bethelehem. That is 
the biggest one of all, as I will come to in a moment. Now referring 
to chart No. 6. 


INGALLS SHIPBUILDING CORPORATION 
MANPOWER TOTAL EMPLOYMENT 
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That is the Ingalls Shipbuilding Corp., down at Pascagoula, Miss., 
which is building for us the landing ships tank and landing ships 
dock. Their workload is all right for the moment. 

They are in a preferred position on the landing ships dock, and we 
have two of those which will come up for award in March. So until 
such time as that is settled, why we leave that alone. 

Now I refer to chart No. 7. 

This is a comparison of building ways between the Bethlehem com- 
plex of yards and Newport News and New York Ship and Bath. 

And as you can see, Quincy, of course—the central yard of the 
Bethlehem complex—is roughly the same as Newport News. It has 
1 or 2 more ways. But all of these yards hinge around Quincy. The 
design work is done up there. The engineering staff, the top t alent of 
the organization, are in Quincy. 
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Quincy is only a shipbuilding yard. Hingham is now in a reserve 
status, 

Mr. Courrnry. Admiral, did you mean to include Alameda and 
San Pedro, which are at the extreme right hand side of the chart? 

Admiral Leccrrr, They are in a reserve status, too, sir. 

Mr. Courtney. I know, but are they being supplied out of Quincy ? 

Admiral Leecrerr. For designs, yes, sir. They have a few local 
engineers out there to take care of immediate situations in the yard. 
But the design staff for new construction for the whole Bethlehem 
complex, the engineering staff, is in Quincy. 

Mr. Courtney. You include both east and west coasts in that com- 
plex? 

Admiral Leecerr, That is right, sir. 

Mr. Gavin. Are you through explaining? 

Admiral Leegerr. Yes, sir. 

Mr. Gavin. I think the point I brought out is quite significant. that 
some attention should be given this Philadelphia situation and the 
New York shipbuilding outfit, that they receive sufficient work to 
bring their unemployment up, if you consider them essential, and it 
is evident from the testimony of the Secretary of the Navy that you 
consider them a very important part of the whole shipbuilding 
program. 

Admiral Leecerr. Well, they are operating now at about one-fourth 
of capacity. Bath is operating at about one-fourth of capacity. 
Quincy is operating at one-seventh of capacity. 

Mr. Bares. Now you are talking, ye me Now you are calling 
them. 

Admiral Leecerr. Well—that is the way it is. 

Mr. Netson. Admiral, how many of the yards in the Bethlehem 
complex are operative, and how many on reserve status 4 

Admiral Leeeerr. Hingham is in reserve. Staten Island is op- 
erating. Kearny is in reserve. Newark is in reserve. Beaumont, I 
think, is operating on repair work, and San Francisco is “ating on 
repair work. Fairfield—well, it is not even here—and Sparrows 
Point is operating on repair work and some new construction from 
which the designs also come from Quincey; Alameda is operating on 
repair work and so is San Pedro. 

Mr. Netson. Is there any other shipyard in the Bethlehem complex 
building new ships except for Quincy ? 

Admiral Leecerr. Yes, sir. The Sparrows Point is building 
tankers and San Francisco is building Mariners, and Staten Island 
is building a floating workshop for us, and I think they have some- 
thing else on construction right now. 

Mr. Netson. None of them are building combatant ships? 

Admiral Leecerr. No, sir. 

Mr. Gaviy. Mr. Chairman. What are the future prospects for the 
New York shipbuilding outfit ? 

Admiral Lecerrr. Well, sir, we feel that New York shipbuilding 
is in a very healthy position at the moment, and we have other ships 
coming up on which they are going to give us proposals out of the 
1954 program. The 1954 program will be along in time to take care 
of any situation that is arising up at New York Ship. 

Mr. Hess. Mr. Hardy. 

Mr. Harpy. All right, now if I could get in the one that I was 
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trying to get ina while ago: Mr. Nelson raised a question concerning 
the total amount of work allocated to the yards, various yards, on a 
basis of negotiation and also on a competitive basis. 

Now, the figures that you gave, Admiral, are those net figures or 
are they original figures that have not been adjusted for canceled 
contracts / 

Admiral Leceerr. I think that they are—let’s see about the New- 
port News. That is the only one I know of that was canceled. 

Money that was spent on the United States is included in those 
allocated contracts. 

Mr. Harpy. That is the question that is involved. I don’t have 
any idea myself 
Admiral Leccerr. The total money involved is about $2,744,551. 
Mr. Harpy. If the contracts which were canceled had not been de 
ducted from this particular figure you gave, it would leave an errone- 

ous figure . That is the only question. 

Admiral Lxecerr. Yes, sir. But the total amount is not sufficient to 
influence it particularly one way or the other. 

Mr. Harpy. You don’t count $2,744,551 ¢ 

Admiral Leecerr. Well, you want me to say that Newport News 
figure ? 

Mr. Harpy. Well, you said $27 million a minute ago. You said the 
total amount wouldn't count much. That sounds like an awful lot of 
money, in my opinion. 

Admiral Lxeecerr. Yes, sir. 

Mr. Hess. You have more charts that you want to talk from ¢ 

Mr. Bates. You just try to give him $27 million worth and see how 
much he thinks it is. 
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Admiral Leccerr. This chart No. 8 simply shows what the Bethle- 7 
hem Steel Corp. did for us during the war, and you can see the num- 
ber of ships that were built at their different plants here. This is the 
total which was built by all of the Bethlehem yards, compared to this 
small number of ships over here now under construction in the Bethle- 
hem yards. 

Mr. Netson. That chart, Admiral, is limited to combatant ships. 

Admiral] Leecerr. Yes, sir. 

Mr. Netson. No Mariners or barges? 

Admiral Leecerr. No Mariners—no, sir, all combatant ships. 
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The question of dispersion was raised. This we studied before we 
made the award of another carrier to Newport News. As you can see, 
we will have the Forrestal in the yard for about 8 months while the 
CV A 61 is actually under construction. During that period the work 
will be primarily hull work and the investment that we will have in 
the CVA 61 will be relatively minor. Most of the money that will be 
spent will be spent in Massachusetts and places like that, building 
the machinery. 

Mr. Hésert. That was a clever one. 

Mr. Bares. How do you like that one? 

Mr. Harpy. That is a very interesting point. 

Mr. Hess. I think I am in a unique position here. I am neutral. I 
have no shipyards on the Ohio River. All I can furnish is machine 
tools. 

Admiral Leeeerr. I think we have some shipyards on the Ohio 
River, haven’t we? 

Mr. Hess. Not for the Navy, I don’t believe. 

Admiral Leecerr. Yes, we do; yes, sir. 

This is the crux of the whole situation, gentlemen. 

Now I refer to chart No. 10. That is the total overall shipbuilding 
picture in the country. As the Secretary mentioned in his talk, during 
the war we went up to about 1,380,000 employed in the shipyards. We 
have dropped down now until the figure over here is 121,000. That is 
the total employment for repair, new construction, and everything 
else, in the private yards of the country today. 

This hatched curve is the Navy work in the private shipyards. 
Unfortunately, we don’t have figures across here. In order to cut out 
reports, we cut those out at the end of the war. We started them out 
here in 1950 again when the Korean war started. 

This proportion of Navy work is now rising until, as you can see, 
all that is left of private shipbuilding in this country is this little 
piece in here, for 36 percent. The Navy is doing 64 percent of the 
work in the private shipyards today and only 36 percent is originating 
from commercial interests in this country. 

As long as that situation prevails, gentlemen, the Navy is going to 
be in hot water, and I know it. 

Mr. Bates. That is right. 

Mr. Hess. All right. Any more questions? 

Admiral Leccerr. The final chart No. 11 is simply a distributional 
chart as of August 1953 which we haven’t covered before, but the 

uestion did come up as to how this Navy work is divided between the 
different companies and the different regional parts of the United 
States. 

As you will see, we have 51 percent on the east coast, 29 percent on 
the west coast, 11 percent on the Gulf coast, and 8.6 percent in the in- 
land waterways, and on the Ohio River. 

Mr. Gavin. There is where you come in. 

Mr. Hess. Yes. 

Mr. Gavin. Marietta. 

Mr. Hess. Are there any other questions by any of the members 

(No response. ) 

Mr. Hess. If not, thank you, Mr. Secretary. 
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I think this hearing has been most enlightening, and I think it has 
cleared the air a great deal. And I also want to thank you, Admiral 
Leggett, for coming up and giving us this information. 

Secretary ANperson. We would like to thank all of the committee 
for the privilege of inviting us. 

Mr. Hess. The committee will stand adjourned until Monday morn- 
ing, at 10 o’clock. 

(Whereupon, at “ie m., Friday, February 26, 1954, the subcommit- 
tee was adjourned to Monday, March 1, 1954, at 10 a. m.) 
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AWARD OF NONCOMPETITIVE NEGOTIATED CONTRACT BY 
THE NAVY DEPARTMENT TO BUILD DESTROYERS AT 
BETHLEHEM YARD, QUINCY, MASS., FEBRUARY 1954 


MONDAY, MARCH 22, 1954 


Hovsrt or REPRESENTATIVES, 
SUBCOMMITTEE OF ACTIVITIES 
OF THE COMMITTEE ON ARMED SERVICES, 
Washington, D. C. 

The subcommittee met at 9 a. m., Hon. Charles P. Nelson, member of 
the subcommittee, presiding and Hon. O. C. Fisher. 

Mr. Courtney. Mr. Chairman, this is an adjourned meeting from 
the original meeting on Secretary Anderson’s decision to award a 
contract for three destroyers to the Bethlehem Yard, or the Quincy 
yard of the Bethlehem Shipbuilding Co., and our concern this morn- 
ing is with a request for information having to do with the mainte- 
nance and standby costs of various shipyards. 

Mr. Nexson. Do you have the letters which the Bureau of Ships 
gave to us? 

Mr. Courtney. I should have them. I put them in the safe. Let 
me go get them. 

Mr. Nevson. You have the original breakdown on the difference 
between the yards? 

Mr. Courtney. You are not talking about overheads, now ¢ 

Mr. Netson. Yes. 

Mr. Courtney. Yes, I have that letter here. 

Mr. Nutson. Well, Admiral, just to get the atmosphere clear here, 
I would like to say that the committee is eminently satisfied with the 
decision made by the Navy on awarding the contract to the Bethlehem 
Quincy Yard. 

In order to keep that yard open, it was eminently justified. I think 
I may say without any reservation that that is the sense of the com- 
mittee. But the committee does have reservations as to the price paid 
the Quincy yard: Now, I don’t know whether you are familiar with 
this. We have here a letter from the Bureau of Ships, dated the 3d of 
March 1954, giving the unit prices proposed by Bath Iron Works, 


Bethlehem Quincy, Newport News and New York Ship. 
Are you familiar with those figures? 


TESTIMONY OF REAR ADM. PAUL B. NIBECKER, ASSISTANT CHIEF, 
BUREAU FOR FIELD ACTIVITIES; ACCOMPANIED BY HAROLD 
BENSON, SENIOR CIVILIAN ASSISTANT, OFFICE OF FIELD 
ACTIVITIES, NAVY 


Admiral Nripecker. No, sir. 
Mr. Courtney. Mr. Chairman, the Admiral here is on maintenance 
costs. 
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Mr. Netson. Only? 

Admiral Nrsecxer. That would be Admiral Sylvester. 

Mr. Courrnry. Admiral Sylvester and Mr. Strohmeier or some- 
thing like that. 

Admiral Nisecker. Strohmeier is from Bethlehem Ship. 

Mr. Courtney. They are to be here this week on that subject. 

This has only to do with the maintenance and standby costs. 

That is your understanding ? 

Admiral Nrsecker. Yes, sir. 

Mr. Netson. Off the record. 

(Discussion off the record.) 

Mr. Netson. Then I guess the best way, Admiral, to get at the 
maintenance of standby yards is to call your attention to the letter 
from the Bureau of Ships of March 17, with which you are probably 
familiar? 

Mr. Benson. I don’t have a copy of the original. 

Mr. Netson. Enclosing a shew. fe of maintenance and protection 
cost of Bureau ships, departmental reserve plants. 

Admiral Nrpecker. Yes, sir. 

The tables which accompany that letter were prepared in my shop. 

Mr. Newtson. Yes. 

Admiral Nieecxer. Under the direction of Mr. Benson here. 

Mr. Netson. Fine. 

Admiral Nipecxer. And because I felt that the committee might 
have some questions with respect to those figures is the principal rea- 
son why I have brought Mr. Benson. 

Mr. Newson. Fine. 

Admiral Nisecxrer. Now, I would volunteer this information. I 
understand that one of the questions was this size of the maintenance 
column of 2 percent. 

Mr. Newtson. Yes. 

Admiral Nisecker. I just happened to be reading in yesterday’s 
Evening Star an article and while it is not conclusive, it sort of points 
to this particular point. It is titled “Here’s One View of How Much 
You Should Spend for a Home.” And in it, there was this little entry 
in here which stated that when you contemplate how much you can 
take out of your pocket for a place, you must remember— 

Also maintenance and repairs which each year will average one to one and a 
half percent of the purchase price. 

Now, I understood the committee’s interest is in this 2 percent, so I 
have made inquiries into Mr. Benson’s shop as to how we arrived at the 
2 percent. He has been living with this since we started to lease out 
these plants. 

He said it was just a rule of thumb figure which we arrived at after 
discussions with prospective tenants. There is nothing in the con- 
tract specifically which permits us to go and open the contractor’s 
books to see does he or does he not actually spend the 2 percent. 

We do know this, sir: That he is maintaining the plants to our satis- 
faction because we have an annual inspection of thease plants by our 
people to see the condition, the physical condition of the plant. 

Mr. Netson. Well, Admiral, in order for us to understand it, I 
think we have to go back a little further. Let’s take, for instance, your 
figures in column 4, the 2 percent. 
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That represents just an estimate by you of the maintenance cost of 
the yard based upon original cost, acquisition cost ? 

Admiral Nisecxer. That is the way it is made up, sir. 

Mr. Netson. Now, these yards that you list here are all leased out to 
private contractors; is that correct 

Mr. Benson. No, that isn’t so. Some of them are leased out in their 
entirety. 

Some of them are partially leased out. And a few of them are 
inactive. 

Mr. Nexson. Then, your estimated cost of 2 percent is your esti- 
mated cost to the lessee? 

Mr. Benson. That is right. 

Mr. Netson. And is not an actual cost to the Navy? 

Mr. Benson. That is right, sir. 

Mr. Netson. Then in column 5, you have expended from the 1953 
appropriation 

Mr. Benson. That is right, sir. 

Mr. Netson. That I assume represents the actual cost to the Navy. 

Mr. Benson. That is the actual cost to the Navy. 

Mr. Netson. Now, may I call your attention, for example, to the 
shipyard in Lynn, Mass. 

Mr. Benson. Yes, sir. 

Mr. Netson. Where your actual expenditure is $400,000. The actual 
expenditure in column 5 was $400,000 ¢ 

Mr. Benson. Yes, sir. 

Mr. Netson. And your estimated expenditure, column 4, was only 
$1,000. Now, what is the reason for that? 

Mr. Benson. Very little of the industrial gear plant at Lynn is 
leased out. This plant is used for storage purposes by the Navy, and 
the $400,000 represents what was expended from Navy funds. So 
GE has leased a very, very small portion of the Lynn plant. So the 
$1,000 represents the maintenance and security provided by the lessee, 
So we could almost call Lynn an inactive plant. 

Mr. Netson. Well, in other words, Mr. Benson, you took allocated 
to the lessee, which in this is GE, an estimated $50,000 worth of the 
acquisition cost 

fr. Benson. I don’t see where you get the figure of $50,000. 

Mr. Nerson. Well, 2 percent of $50,000 is $1,000 ? 

Mr. Benson. That is right. 

Mr. Netson. And it is the maintenance cost you allocate to them? 

Mr. Benson. That is right. 

Mr. Netson. So the balance of $12,312,000 is owned by the Navy? 

Mr. Benson. That is right. 

Mr. Nerson. And that being the case, the $400,000 which you 
actually expended represents the true reflection of your estimated 
2 percent ? 

Mr. Benson. That is right. 

Mr. Netson. But the $400,000 in column 5 was actually expended 
by the Navy for maintenance of that yard. 

Mr. Benson. That is right, sir. And you can break that down 
further on Lynn. We have a further breakdown, that the normal 
maintenance and security was $284,000, and a capital maintenance of 
approximately 1 percent was $116,000, making a total of $400,000. 
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And you see the $284,000 is pretty close to the 2 percent which is 
the maintenance and security alone. 

Mr. Courtney. What do you call capital maintenance, now, in this 
instance ? 

Mr. Benson. Capital maintenance, you might call long-term main- 
tenance, it would be items of repair that would normally be capitalized. 

In other words, if you had to put on a new roof: 

Mr. Courtney. Well, it would come in the class of new roof or 
new docks or some such thing as that? 

Mr. Benson. Well, it would be capital repair. It wouldn’t be 

utting back or it wouldn’t be building something that wasn’t there 

fore. 

In other words, it would be merely a repair. 

Mr. Courtney. It would amount to a complete restoration of some- 
thing that was a part of the capital structure? 

Mr. Benson. That is right. 

Mr. Courrney. As, for example, a roof? 

Mr. Benson. A new roof, or for a machine tool, if you needed a 
new motor, a new motor would be capital repair. 

Mr. Netson. Now, you have added columns 4 and 5 together, col- 
umn 4 being an estimated maintenance cost and column 5 being what 
is actually expended by the Navy for fiscal 1953. 

Mr. Benson. That is right. 

Mr. Netson. In order to show a reflection of the 2 percent in all 
yards, whether wholly leased or only partially leased; is that correct? 

Mr. Benson. That is right, sir. 

Mr. Netson. Now, in this estimated 2 percent for maintenance and 
security, where, for instance, taking the Bethlehem Steel Co. at 
Quincy—— 

Mr. Benson. Yes. 

Mr. Netson. Is that estimated figure of yours reflected in charges for 
overhead when that company bids on a Navy contract? 

Mr. Benson. Yes, sir. 

Mr. Nexson. And can you tell us how it is reflected ? 

Mr. Benson. I imagine it is reflected in the price that they bid for 
a vessel. 

: Mr. Countust. Well, Mr. Chairman, that is not your precise ques- 
tion; 1s it? 

Mr. Benson. Yes; that is the basis of it. I want to get into a little 
detail on it. 

Mr. Courtney. All right. 

Mr. Netson. I am not much of a shipbuilder, but suppose the yard 
at Quincy needs a new tug or something like that. Do they put that 
in as overhead? Would a new tug, for instance, come within your 
estimate on maintenance and security ? 

Mr. Benson. No, sir. 

Mr. Courtney. Well, what would? 

_ Mr. Benson. Maintenance and security would be your guard serv- 
ice—your normal, day-to-day, maintenance, repair of buildings and 
je rnd of equipment, keeping it up—and there would also be some capi- 
tal repair items such as ig parts of the pier, the piling. 

Mr. Nexson. Well then, Bethlehem Quincy in bidding on a Navy 
contract, if they needed to make capital improvements or if they had 
major repairs to make in order to put the shipbuilding facilities in 
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good condition, would add all of that charge in their bid on a Navy 
contract ? 

Admiral Nrsecxer. Well, let me interrupt here. 

Mr. Netson. Maybe I am getting into the field in which you would 
rather not testify ? 

Admiral Nreecxer. That is right. 

Mr. Netson. But I just wanted to clear it up in my own mind. 

Admiral Nisecxer. From my standpoint and the job I know he has, 
I don’t think he would be a competent person to answer that. 

Mr. Courtney. Because that is where—that is the answer we should 
have at the moment, Admiral. 

Admiral Nrsecker. That is correct. I think Mr. Strohmeier who 
is going to be here could answer that. 

Mr. Netson. Let it be shown, then that that question is held in 
abeyance until we get Mr. Strohmeier here. 

Admiral Nisecxer. On this other area, since the 2 percent has been 
questioned, how did we arrive at it, I wondered if you wouldn’t elabo- 
rate on a couple of these plants where we have the entire maintenance 
and security. 

I mean they are completely vacant. 

Mr, Netson. That is a good question, Admiral. Can you point 
them out on this list? 

Mr. Benson. Take the naval industrial reserve plant at Seattle, 
where the acquisition cost is $6,160,000. 

Mr. Netson. Yes. 

Mr. Benson. Take the Navy industrial reserve shipyard at Tampa, 
which has acquisition cost of $6,700,000 and the naval industrial re- 
serve shipyard at Ambridge, Pa. It has an acquisition cost of $7,900,- 
000. The total acquisition cost of those three plants is $20,670,000. 
The normal maintenance which is the maintenance and security cost, 
was $314,420—no, $314,420, that is right, which would equal 1.5 per- 
cent. Then we spent for capital maintenance on those 3 yards $247,- 
500, which is equal to 1.2 percent. And the total spent on those 3 
yards was $561,500, or 2.72 percent. 

Mr. Courtney. Those are wholly owned and maintained by Navy? 

Mr. Benson. That is correct. 

At Tampa, there is a small portion of Tampa which is leased. You 
understand how we endeavor to first sell these plants and if we are 
unable to sell to the people—— 

Mr. Courtney. Then you are required to—— 

Mr. Benson. We endeavor to lease them. 

Mr. Courtney. Mr. Chairman, let me ask a question about the 
Tampa shipyard. 

Is that a yard that was acquired from the Maritime Commission ? 

Mr. Benson. No, that isn’t the Tampa yard. This is the Tampa 
yard in which we furnish facilities and which we bought from Tampa 
Shipbuilding Co. and Mr. Wolfson, you recall, bought—— 

Mr. Courtney. This is not the St. John’s Yard? 

Mr. Benson. This no, sir, is not the St. John’s yard. 

Mr. Courtney. Excuse me, Mr. Chairman. I just wanted to brin 
that out, that this is a direct acquisition and a wholly Navy-operate 
business from the beginning. 

Mr. Benson. No, it wasn’t wholly Navy-owned from the beginning. 
This is one that be bought. 
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Mr. Courrney. It was a facility which the Navy had cognizance of. 

Mr. Benson. That is right. 

Mr. Courtney. Under a contract ? 

Mr. Benson. That is right. 

Mr. Courtney. And which you acquired out of the contract ? 

Mr. Benson. That is right. 

Mr. Courtney. So that it is Navy from the beginning. That is the 
point I am having to do with, whether or not the Maritime Commis- 
sion had anything to do with the expenditures. 

Mr. Benson. Oh. 

Mr. Nexson. Let me direct your attention, Mr. Benson, to the item 
for the Ambridge yard. 

Acquisition cost of 7,947,000. 

Mr. Benson. Yes. 

Mr. Netson. You have no maintenance and security charge, in 
column 4. You have 30,000 in column 5. And yet, you carry out 
102,000 as total. 

Mr. Benson. There is a note for that which shows it includes 
$72,000 per annum of Navy funds for maintenance and security result- 
ing from expiration of General Motors Corp. lease. 

Mr. Netson. You mean that is a new burden you have to assume? 

Mr. Benson. That is right, sir. General Motors: Their lease ter- 
minated I think sometime last year. 

Mr. Netson. This is probably a discrepancy that can easily be ex- 
plained, but in your column 6 figures the sum total of maintenance 
and security for the three yards that you call our attention to is 
603,000, which is over 3 percent of the total cost. 

Mr. Courtney. Your total cost should be 3.2. 

Mr. Netson. The total cost is 20 million. 

Mr. Courtney. No, but I said his direct maintenance was 1.5 and 
his capital repair was 1.7. 

Correct ? 

Mr. Netson. 1.2. It is 2.72. 

Mr. Courtney. It should make it 3.2. 

Mr. Netson. You get 2.72. 

Mr. Benson. That is explained by the discrepancy I believe in 
the figure I used for the naval industrial reserve shipyard at Seattle, 
which we indicate is 178,500 for a total and which is indicated 213,000 
on this list. That 213,000 which is expended from the 1953 appro- 
priation includes some funds which were the costs of removal of tools 
which have been shipped out on lease agreement, and which we did 
not include in here. 

Mr. Courtney. What does the mark you have on this chart opposite 
the Ambridge yard mean? 

Mr. Benson. There is a note for that. 

Mr. Netson. I can’t find it on here. 

Mr. Benson. It includes the $72,000 per annum. 

Mr. Nexson. Oh, yes. 

Mr. Benson. You see we based that $72,000 on actual expenditures 
that we are making at that yard per quarter now. So it comes out to 
$72,000 per annum. 

Mr. Nexson. So that you consider an estimated charge of 2 percent 
for maintenance and security of a leased yard as fair and adequate? 

Mr. Benson. That is right, sir. 
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Mr. Nextson. John, I think that is all I have. 
Mr. Courtney. Now 
Mr. Netson. Thank you very much, gentlemen, for coming up. 
Admiral Nisscxer. I don’t need to tell you something you already 
know, but if in connection with your discussions with Strohmeier there 
is any additional information that you feel that we—in the real estate 
side of this thing—we might produce, why we are at your service. 

Mr. Courtney. Yes. 

Mr. Netson. I think this undoubtedly ties into what testimony Mr. 
Strohmeier will give, particularly with reference to the Bethlehem 
Quincy yard. 

Admiral Nipecker. Yes. 

Mr. Netson. And I would appreciate it, John, if it develops, that 
we may want to ask some additional information of them. We prob- 
ably could write them and they could give it to us. 

Mr. Courtney. Why not this, Mr. Chairman? Why not have me 
advise you, Admiral, when Mr. Strohmeier is able to appear? 

Admiral Nisecker. All right. 

Mr. Courtney. Now, I sent a letter out, after we talked about this, 
Mr. Chairman, to Strohmeier and I got a call from Ferris on Friday— 
I said the 18th, I am sorry, but it was on Friday. 

Mr. Netson. As I said, Admiral, at the beginning, this is not so 
much an investigation as it is to find the justification for an over- 
head charge that seems excessively large when you just look at it. 

Mr. Courtney. Speaking now of the Quincy yard. 

Mr. Neuson. The Quincy yard? 

Admiral Nisecker. Sure. If I might just off the record 

Mr. Netson. Off the record, yes. 

(Off the record.) 

Mr. Benson. Mr. Chairman, for your information, I could add 
these two yards to the list, the previous list that I gave you. 

Mr. Netson. All right. 

Mr. Benson. That is the gear plant at Lynn, with an acquisition 
cost of $12,862,000, and the naval industrial reserve shipyard at 
Kearney. Instead of using the $23 million indicated there use as an 
acquisition cost $20 million because $3 million is under lease and 
the maintenance is provided by the lessee. 

If we add those to the other, we come to a figure of $53,122,000 ac- 
quisition cost. 

And the normal maintenance is $988,420, or 1.86 percent—that is 
normal maintenance and security. 

Then you have a capital maintenance of $481,500, or .91 percent, 
and the total spent was $1,469,290, which equals 2.8 percent. 

Now, I might say in figuring the 2 percent, that 2 percent covers 
maintenance, normal maintenance, and security, and in addition, we 
figure that there is a capital maintenance of, say, 1 percent. That de- 
pends upon how well you keep the yard. 

Now, that capital maintenance expenditure might run even as high 
as 5 or 6 percent in some years. 

In other words, it is—according to how much you have. In fiscal 
year 1952 for capital maintenance at Kearney we spent approximately 
$1,500,000 which does not show on this, but that was in a different 
fiscal year. 
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Mr. Netson. But, Mr. Benson, that capital maintenance cost which 
you just quoted for Kearney is in a yard which is not presently opera- 
tive except for a very small leased portion. 

Mr. Benson. That is right, sir. 

Mr. Nerson. And which you are maintaining in an idle state. 

Mr. Benson. That is right, sir. 

Mr. Nerson. And such a capital maintenance cost would not ordi- 
narily be incurred in a yard that was active from year to year, 
would it ? 

Mr. Benson. Oh, yes. 

Mr. Netson. Well, now, for instance, would such a capital main- 
tenance cost occur at the Bethlehem Quincy yard? 

Mr. Benson. It might well occur there. 

Mr. Netson. The figures you have quoted here for Bethlehem 
Quincy, acquisition cost of $19,421,000, is that the acquisition cost of 
the present operators ? 

Mr. Benson. $19,421,000 is the cost of the Navy facilities at the 
yard. It does not include Bethlehem’s own facilities. 

Mr. Netson. What facilities does the Navy have at Bethlehem 
Quincy ? 

Mr. Benson. Well, this is a scrambled facility. We own some of 
the buildings and some of the extensions to buildings. We own some 
of the ways. 

Mr. Courrney. You have two ways up there? 

Mr. Benson. Two ways I think weown. I don’t have the map here. 
If I had a map here, I could show you. 

Mr. Newson. Are those facilities under lease to Bethlehem Quincy ? 

Mr. Benson. They are under contract, a Jeasing-agreement 
contract. 

Mr. Netson. Do you know whether or not that leasing agreement 
or contract has a stipulated rental in it, or is it leased to Bethlehem 
Quincy on the basis of maintenance and security only ? 

Mr. Benson. At the present time, there is no rental. 

We have been endeavoring to negotiate a rental agreement. The 
contract under which these facilities are used by Bethlehem is the 
— facilities contract under which the facilities were provided 
Bethlehem during World War II. 

Mr. Netson. So that Bethlehem Quincy is presently using these 
facilities only on the basis of providing maintenance and security. and 
no rental. 

Mr. Benson. That is right, sir. 

Mr. Netson. But there is presently pending negotiations to have 
them pay rental for the use of the facilities? 

Mr. Benson. That is right, sir. 

Mr. Newson. And that rental would be in addition to their respon- 
sibility to maintain the facilities and keep them secure. 

Mr. Benson. That is right, sir. 

Mr. Netson. But what is the present status of those negotiations? 

Admiral Nrsecxer. There has been an exchange of correspondence 
and we have discussed a lot of the various terms and conditions sur- 
rounding it. But I may say it is in the process of negotiation. We 
have had a meeting of the minds on a good many of the particular 
points at issue, but Bethlehem has some plants on the west coast in 
which we also have some question of lease that are under consideration 
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and they are trying to work it all up into a single package. I know 
it has been going on, these discussions have been going on for well 
over a year. I wouldn’t be so bold as to say 

Mr. Courtney. Of course, the fact of the matter is you couldn’t 
pick up your marbles and go home anyway. 

Admiral Nisecker. No, sir. 

Mr. Courtney. Because you have the ways there, and building 
extensions and all of these things that have been expanded on facility. 
So it is a matter of negotiation. 

Admiral Nipecxer. That is correct. 

Mr. Courtney. So neither party can get mad at this moment. 

Admiral Nipecxer. That is correct. 

Mr. Netson. This is off the record, Sam. 

(Discussion off the record.) 

Mr. Courtney. From the figures that have been given here this 
morning, including what you call capital repair and what you call 
the other—annual repair or standby repair or whatever you want to 
call it. 

Mr. Benson. Normal maintenance. 

Mr. Courtney. Normal maintenance, actually you come out with 
less than 2 percent for normal maintenance and your experience indi- 
cates that there is something over 1 percent in addition to that which 
is what you call capital repair. 

Mr. Benson. That is right, sir. 

Mr. Courtney. So that for standby yards, then, to truly reflect the 
out-of-pocket expenditures from Navy appropriations you would 
have to say that the figure on capital cost, ineluding both these, should 
exceed 3 percent or would exceed 3 percent ? 

Mr. Benson. Our figures would indicate 2 percent for normal main- 
tenance including security and approximately 1 percent for capital 
repairs, which would equal 3 percent. 

Mr. Courtney. Which would equal 3 percent. 

Mr. Benson. Now, this is what you might say a minimum of main- 
tenance. 

Mr. Courrney. Well, that is the criteria we were attempting to 
establish: How much does it actually cost, and not how much could 
you reasonably, prudently expend ? 

Mr. Benson. In other words, we are limited by the funds. In other 
words, we endeavor to keep our yards at least to a condition. 

Mr. Courtney. Would this be a correct statement, then. Less than 
that you could not spend ? 

Mr. Benson. That is right. 

Mr. Courtney. And keep your yards in what might be called a 
standby condition. 

Mr. Benson. That is right, sir. 

Mr. Courtney. Well, let me ask this question on the record. Are 
you familiar with the facilities at Bethlehem Quincy as compared 
with Bath Iron Works? 

Mr. Benson. You mean the type of facility? 

Mr. Netson. Well, for instance, how many ways does Bath have 
as compared to Bethlehem Quincy ? 

What I am getting at is this. I would like to get a picture of a 
possible differential based upon Bethelhem Quincy not only having 
to maintain the ways it uses for destroyers in operating condition, 
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but also the additional charge they might have to make for mainte- 
nance of idle facilities. 

Mr. Benson. I might say that Bath Iron Works Yard was designed 
and is a destroyer yard whereas the Bethlehem Quincy yard is a 
battleship yard originally and now is a carrier yard and more heavy 
construction yard. I think maybe Admiral Nibecker could say more. 

Admiral Nisecxer. Well, I think 

Mr. Benson. I am a little out of the field. 

Admiral Nrsecker. I think the wartime experience of the Quincy 
people answers that also. Because when they got into the active 
work of building ships in some considerable numbers they went over 
to Hingham and set up that second yard over there, which was pri- 
marily to construct ships of the smaller type. 

Mr. Benson. Destroyer escorts. 

Admiral Nrpecker. So it comes back to that point that I mentioned 
earlier, that they are using this big yard to make three little ships. 

Mr. Courtney. Yes, 

Admiral Nisecker. It is obviously not an economical approach. 
But how uneconomical it is: that is Bethlehem’s estimates, that comes 
in that overhead area which you are mentioning, Mr. Chairman, As 
I say, we are the real-estate people and we are not working in that 
fellow’s area. 

Mr. Courtney. That is right. 

Mr. Netson. Well, you are the real-estate people and that is why 
I think you can answer this question. Bethlehem Quincy Yard is 
a much bigger yard than Bath, isn’t it? 

Admiral Nreecker. Yes, sir. 

Mr. Benson. Yes, sir. 

Mr. Nexson. It has a great many additional facilities. 

Armiral Nisecker. That is correct, yes, sir. 

Mr. Netson. So in charging for overhead the Bethlehem Quincy 
Yard necessarily must charge to maintain the facilities it is not using 
for building destroyers. 

Admiral Nisecxer. That is correct, sir. 

Mr. Newson. And it also has to charge, does it not, in order to adapt 

yays and facilities that are designed to build battleships and cruisers 
to the building of destroyers? 

Admiral Nisecxer. Without knowing exactly what their plans 
were, I wouldn’t expect that they were going to build these destreyers 
on their, I might say, battleship ways. I don’t know what the com- 
pany’s plans were. 

Mr. Netson. Well, do you know, Admiral, whether or not at the 
time they bid on the destroyer contract they had the facilities for 
building destroyers at the Bethlehem Quincy yard ? 

Admiral Nisecxer. Oh, I would assume they had, yes, sir. It cer- 
tainly isn’t expected that we would provide any more facilities for 
them. 

Mr. Netson. And yet, during the war, you say they built their 
destroyers and smaller ships at Hingham ? 

Admiral Nreecxer. That is correct. 

Mr. Netson. Well, probably this will answer the question. Has 
Bethlehem Quincy been building destroyers since the war? 

Admiral Nisecxer. I have no knowledge on that subject. I 
couldn’t answer it yes or no. 
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Mr. Benson. They have been building merchant-vessels since the 
war. 

Admiral Nreecrer. Oh, yes, but that question was destroyers. 

Mr. Courtney. I think the chairman was concerned with the size of 
the vessel. 

Mr. Netson. Yes. 

Well, don’t you know from the facilities standpoint what facilities 
they have for building destroyers at Bethlehem Quincy? Don’t you 
have a chart of all the facilities they have? 

Mr. Benson. Oh, yes, we have a chart. It isn’t here. They have 
the facilities for building these destroyers. 

The question seems to me the facilities may be much larger than 
are necessary to build them. 

Mr. Neuson. Yes. 

Mr. Benson. In other words, your cranes are much heavier than 
would be necessary for destroyers. Their cranes are designed to build 
aircraft carriers and battleships. 

Mr. NEtson. You say—that is the point we are interested in: How 
much of this $2 million differential can be assigned to the necessary 
expenditure to adapt their facilities to building destroyers? They 
must have some, mustn’t they ? 

Mr. Benson. That is out of my field. 

Admiral Nisecxer. It is out of ours. 

Mr. Newtson. I think we have covered everything we ean, John. 

Mr. Courtney. All right. 

Mr. Netson. I hope the admiral realizes how interrelated this 
problem is. 

Maybe you can talk with Strohmeier. 

Admiral Nisecxer. I am suggesting that when they do come up, 
they bring up a chart of the yard showing where they were jeunes 
going to lay the ships. 

Mr. Courtney. Ferris is going to call me, presumably sometime 
today, and we will set a date during this coming week when Stroh- 
meier can come down. 

Since we are trying to make a record on this, and trying to clear 
up these cloudy or gray areas, perhaps it would be a good idea if Mr. 
Benson and yourself would return at this time with Strohmeier and 
the others, because the two problems are definitely interrelated. 

Admiral Nisecker. All right. 

Mr. Courtney. Is that all, Mr. Chairman? 

Mr. Netson. That is all I have. Thank you very much, Admiral. 

Mr. Courtney. Thank you very much, now, Admiral. 

Admiral Nrsecxer. Thank you. 

Mr. Courtney. I will see a call is given to you just as soon as I 
hear from Strohmeier, and we will get Sylvester and all the rest of 
you and we can clean this up. We will probably have to do it at 9 
o’clock, Mr. Chairman, because there are so many committee meetings 
this week. 

Mr. Newson. Just get it done, John. 

Mr. Courrney. All right; fine. 

(Whereupon, at 10 a. m., an adjournment was taken.) 
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AWARD OF NONCOMPETITIVE NEGOTIATED CONTRACT BY 
THE NAVY DEPARTMENT TO BUILD DESTROYERS AT 
BETHLEHEM YARD, QUINCY, MASS., FEBRUARY 1954 


MONDAY, MARCH 29, 1954 


Houser or RepreseNTATIVES, 
SUBCOMMITTEE ON DEFENSE ACTIVITIES OF THE 
CoMMITTEE ON ARMED SERVICES, 
Washington, D. C. 

The subcommittee met at 10 a. m., Hon. William E. Hess, chairman 
of the subcommittee, presiding. 

Mr. Hess. The committee will come to order, please. 

Mr. Courrney. Mr. Chairman, we have Mr. Strohmeier and Mr. 
Ferris, of the Bethlehem Shipbuilding, Quincy Yards, as well as 
Admiral Nibecker and Captain Vangeli and Mr. Benson, of the 
Department of the Navy. 

Come up, gentlemen. 

Mr. Hess. Let them all sit around the table, all of you, and sit down. 

Mr. Courrnry. Mr. Chairman, the purpose of this meeting this 
morning is to discuss in executive session the overhead item as it 
appears in the analysis of costs that was made by Bethlehem Shipbuild- 
ing Co. in connection with the recent award to it of a contract for the 
building of three destroyers. 

As the gentlemen may know, there has been a public hearing on the 
decision of the Secretary of the Navy because of the wide interest in 
the subject. 

This information is for the use of the committee in considering the 
matter of overhead as it relates to the contract in being. 

Now, Mr. Strohmeier, you have given your full name to the reporter, 
have you, or will you, please? 


TESTIMONY OF DANIEL D. STROHMEIER, VICE PRESIDENT, 
BETHLEHEM STEEL CO. 


Mr. Srroumerer. My name is Daniel D. Strohmeier. I am vice 
president of the Bethlehem Steel Co., in charge of its shipbuildmg 
division. 

Mr. Courrney. And will Mr. Ferris speak? 

Mr. Ferris. If Mr. Strohmeier asks for it. 

Mr. Srronmerer. Mr. Ferris is here with me to assist in my pres- 
entation. 

Mr. Courtney. Very well. 

Now, directing your attention, Mr. Strohmeier, to the two items of 
overhead which appear on the unit price analysis of the Navy Depart- 
ment, under the heading of “Bethlehem Quincy Yard,” with CVA61’s 
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under construction—the item of overhead of $2,750,000. Without the 
CVAGI’s, you have an overhead of $4,901,000. 

Now, there are two questions and perhaps we will ask you to take off 
on your own. 

It might be the simpler way. Generally, the committee and the 
subcommittee understands that this yard is the fountainhead, if you 
please, of the Bethlehem complex, and there are certain departments 
there such as the design department, which has perhaps several 
hundred employees. We are concerned as to how that overhead is 
distributed and whether or not it is reflected in the figures that we 
have given here. 

Then what other overhead or what other charges from the other 
parts of Bethlehem complex, if any, are represented in the two figures 
that I have cited. 

Now, of course, I should ask you first whether or not you agree 
whether those figures are accurate. 

Mr. Srroumeter. Generally I agree with that; yes, sir. 

Mr. Courtney. They were furnished us by the Navy Department, 
and form the basis for the Secretary’s decision. 

Mr. Srroumeter. Yes; that is correct. 

Mr. Courrney. And, therefore, we assume their accuracy and we 
ask your concurrence on it, so we won’t be proceeding on a false 
premise. 

Mr. Srronmeter. That is correct. 

Mr. Courrney. Then, what is the fact, Mr. Strohmeier, as to the 
number and the cost of the design section which has been spoken of 
here ? 

Mr. Srronmerer. I wonder, Mr. Chairman, if I may read a very 
short statement that I have. 

Mr. Hess. Certainly, Mr. Strohmeier. You may proceed in your 
own way. 

Mr. Stroumetrer. It may not be wholly relevant to the questions 
that have been raised up to this time, but I think it may make a formal 
basis for whatever other discussion you wish to pursue. 

Mr. Chairman, the Navy Department has already explained to the 
subcommittee the reasons for award of three destroyers to the Quincy 
yard of the Bethlehem Steel Co. I understand that your subcom- 
mittee has requested additional information from the Navy Depart- 
ment regarding costs of maintaining Quincy as a national defense 
asset. The Navy has suggested to your subcommittee that I present 
to you additional information relating to that subject. 

I understand that your subcommittee is particularly interested in 
why the overhead at Quincy charged to the three destroyers is greater 
than that at Bath and results in a price about $614 million more. 

The Quincy figure is based on the minimum overhead under which 
it is possible to keep Quincy open at the very low level of operations 
provided by three destroyers and yet meet, to some degree, the prime 
objectives of the Navy Department which dictate the continuation of 
Quincy rather than shutting it down and disbanding its organization. 

It might be well to review with you something of what the Navy 
expects of Bethlehem’s shipbuilding personnel and facilities in the 
event of mobilization. 

During World War II, Bethlehem was called upon to perform the 
largest and most complex shipbuilding assignment ever undertaken 
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by one organization. This program consisted of 1,127 seagoing naval 
and merchant vessels of 40 types, and included over 30 designs de- 
veloped by Bethlehem. 

Bethlehem delivered approximately one-third of all the major com- 
batant vessels (cruisers and larger) that were built in the entire coun- 
try by all the private yards and naval shipyards combined. 

If destroyers are included, Bethlehem’s output was about one-fourth. 

In addition, Bethlehem also repaired or converted more than 37,000 
vessels. This war effort was made possible only because we had at 
Quincy a peacetime organization capable not only of expanding itself 
to 32,000 men but to supply key personnel to 7 other building yards in 
the Bethlehem operations engaged in the construction of naval and 
merchant ships, and to supply technical assistance to 6 more yards 
engaged solely on ship repair work. 

Today, the Navy Department alone expects Bethlehem to be pre- 
pared to undertake an M-day program of naval vessel construction in 
8 yards, 3 more than were so engaged last time. Furthermore, it ex- 
pects the output to be vastly greater and quicker than the recordbreak- 
ing performance in World War II. You have already heard testi- 
mony from Secretary Anderson that the— 

Bethlehem yards represent about 60 percent of our commercial mobilization 
potential for Navy surface combatant types of escort vessel size and above. 

I think the foregoing will give you a picture of what is expected 
of us and why the Navy desires to preserve Quincy. 

However, the attempt to preserve Quincy as a national-defense 
asset is being made on the basis of these three destroyers alone. Since 
these ships over a 3-year period will represent less than 5 percent of 
Quincy’s capacity, we are faced with the necessity of cutting Quincy’s 
overhead to a point below which we cannot go without seriously im- 
pairing or destroying the usefulness of Quincy as a national-defense 
asset. 

In the maintenance of a shipyard organization and facilities there 
are certain costs beyond those which are considered to be direct labor 
and direct material charges, and these costs have to be taken care of. 
They include such items as the cost of the accounting department, 
purchasing department, industrial-relations department, technical 
and drafting, maintenance, stores and transportation; also the costs 
of supervising the various production departments. 

They include fuel, insurance, and charges for utilities. All of these 
items exist to serve all contracts at the shipyard. These costs consti- 
tute overhead and are apportioned among the various contracts in 
proportion to the direct labor expended on each contract. 

Overhead costs fall generally into two categories. One group con- 
sists of those costs that exist whether there is any work in the shipyard 
or not. This group we refer to as fixed overhead. The other group 
consists of overhead-cost items that vary with the workload in the 
shipyard. This group we call the variable overhead. 

Fixed overhead includes such items as property taxes, insurance, 
maintenance, and depreciation. It also includes the cost of maintain- 
ing a basic administrative, supervisory, and technical organization. 
There are levels below which it is not possible to reduce the cost of 
custodial service, telephone, electricity, fuel, and the like. 
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The amount of fixed overhead depends basically on the physical 
size of the shipyard and scope and complexity of its facilities. 

This fixed expense is greater for a large yard than for a small one. 

Variable overhead includes the increments to certain of the above- 
mentioned fixed items associated with the volume of work. For in- 
stance, a shipyard with a large workload requires more supervisors 
than when operating at low level. There will be more power con- 
sumed and more fuel. The telephone bill will be more. 

Thus, we have part of overhead remaining constant and part vary- 
ing with the volume of work. 

When much work is in the yard and the overhead is carried by 
several contracts, then the part of overhead charged to any one con- 
tract is reduced. When there is only one job in the yard that job 
has to carry all of the overhead. Of course, when there is a low 
volume of work we are able to reduce our total overhead dollars but 
it is not possible to reduce overhead in direct proportion to a reduction 
in Masse te 5 For instance, it is necessary to have a fire department 
in a shipyard the size of Quincy. If our operations fall to 5 percent 
of capacity, there is no way to reduce to a 5-percent fire department. 
Thus the overhead per contract is necessarily higher when there are 
a few contracts than when there are many. 

Such is the case today where the destroyers will shortly be the only 
job at Quincy. Here the destroyers will have to carry most of the 
overhead because there are no other contracts over which to spread 
the overhead. 

Ordinarily, with a normal volume of work our overhead rate would 
be quite low. With only the destroyers the rate will be about double. 
The difference between overhead to be carried by the destroyers under 
normal conditions and that under present conditions is 6144 to 7 
million dollars. 

Thus, over a construction period of more than 3 years this excess is 
about $2 million a year. 

What is gained is the continuation of Quincy as a national-defense 
asset and as the key yard enabling the Bethlehem group to provide 60 
percent of the Nation’s commercial mobilization capacity for con- 
struction of naval combatant vessels. 

Mr. Hess. Thank you very much, Mr. Strohmeier. 

You want to proceed, Mr. Courtney # 

Mr. Courtney. May I ask one question to be perfectly clear on it. 
Mr. Strohmeier, in assessing this overhead or in determining this 
overhead which has been spoken of here today, how much or what part 
of it, if any, is attributable to any of the other yards or to all the 
other yards in the Bethlehem complex? 

Mr. Srroumeter. None of this overhead is attributable to any of 
the other Bethlehem shipyards. 

Mr. Courtney. Well, we have been left with the impression, at least 
I have, that some part of the so-called design section, which we under- 
stand is stationed in Quincy, could properly in expanded activities in 
other yards be attributable or would be normally assigned as an 
accounting matter to those other yards. 

Now, is that the fact or not? 

Mr. Srroumeter. ‘That is the fact. 

Other yards do carry a proportionate share—— 

Mr. Courtney. That is when they are operating? 
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Mr. Srroumetrer. Of that cost; yes. 

Mr. Courtney. That is, when they are operating ? 

Mr. Srroumeter. But the Quincy yard itself, and these figures that 
we have on the destroyers do not include any charges created by other 
shipyards in the Bethlehem group. 

Mr. Courtney. Well, then, the reverse of that proposition would 
be this: The design section, then, which has been spoken of here of 
something several hundred men—in your opinion is that reduced to 
the bare minimum to maintain the integrity of the organization ¢ 

Mr. Stroumerer. We believe it is. 

Mr. Courrnry. And that would be the section which expanded or 
depending on the amount of work you had to do would be the heart 
of the whole Bethlehem complex, this and other yards; isn’t that right ? 

Mr. Srronmeter. That is correct. 

Mr. Courtney. But in this instance, because you have no work in the 
other yards, if I understand your statement correctly, the whole of 
that design section’s overhead is charged to this Quincy yard and is 
represented in the $614 million figure that has been spoken of. 

fr. SrroHMeEtER. You see, we have other yards operating. They are 
operating at a low level and therefore, they are carrying a share of 
the technical department overhead. 

I want to differentiate between the cost of the technical department 
to Bethlehem and the overhead of the technical department. The two 
are quite different. 

Mr. Courrney. Well, that is where I think we are impaled at the 
moment, 

Mr. Srroumerer. The two are quite different. We have charged 
against these destroyers, for instance, about $300,000 per ship and no 
more, representing the overhead of the technical and drafting 
departments. 

Mr. Gavin. In other words, even though Quincy may carry on tech- 
nical and designing work for other parts of your operation, you are 
not asking Quincy to assume the whole overhead and operating cost. 

Mr. Srroumerer. Not at all. When other operations require the 
services of our technical department at Quincy, we charge that opera- 
tion with the cost of that service. So we keep as much of the design 
and engineering and drafting cost in the category of direct charges 
as we can. 

Mr. Covurrney. But in the absence of a place to assess the direct 
charge, you, of course, have to assess it to the Quincy yard; is that 
correct ? 

Mr. Srroumeter. That is correct. But that is not in the overhead 
charged to these destroyers. 

Mr. Hess. You are charging, as I understand, $300,000 per ship, 
let’s say, approximately overhead. 

Mr. Srroumerer. That is correct. 

Mr. Hess. That is over the life of the construction of the three ships. 

Mr. StrouMerer. A little over 3 years. 

Mr. Hess. All right. So that the actual cost of the operation of 
your design and engineering section is probably considerably in excess 
of a million dollars over a period of 3 years. 

Mr. Srronmerer. Oh, much more. 
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Mr. Courrney. Well, that was one point we wanted to clear up. 
The impression that had gained momentum around here: That the 
whole of that design section was assessed against this $614 million. 

Mr. Srroumeter. Only the proportional part of its overhead. 

Mr. Courrney. Now, then, another question which I would like to 
clear up. You spoke of the Quincy yard being 60 percent of the 
capacity of the total Bethlehem complex; is that correct? 

Mr. Srroumerer. No. The Bethlehem group, which includes the 
Quincy yard 

Mr. Courtney. Yes. 

Mr. Srroumerer. And which is in effect headed up by the Quincy 
yard represents 60 percent of the Nation’s commercial capacity to 
build naval combat vessels. 

Mr. Courryey. Oh, I see. 

The figure 5 percent that you used, then, would be 5 percent of the 
total capacity of 100 percent so far as the Bethlehem complex is 
concerned. 

Mr. Srroumeter. No, only 5 percent of the Quincy yard. 

Mr. Courtney. Five percent of the Quincy yard is consumed in 
the building of these three destroyers. 

Mr. Srroumerer. Correct. 

Mr. Courtney. Is that correct? 

Mr. Srroumeter. That is correct. 

Mr. Courtney. Of the total 100 percent capacity of the Bethlehem 
complex. 

Mr. Srroumeter. Of the Quincy yard only. 

Mr. Courtney. Of the Quincy yard only. 

Mr. Srrxonarerer. It would be a very much smaller percentage, and 
I haven’t worked out the figures but 1 would hazard an estimate that 
it would probably represent 114 to 2 percent of the capacity of the 
Bethlehem group as a whole. 

Mr. Courrney. I think the record is clear on that, then. 

This $6,500,000 which has been spoken of here, represents an over- 
head which is standby overhead assessable to 3 destroyers which are 
only 5 percent in the total of the capacity of the Quincy yard. 

Mr. Strroumeter. That is correct. 

Mr. Courtney. Over the 3-year period. 

Mr. Srroumeter. Yes, sir. 

Mr. Courtney. Now, there are some other items of overhead that 
you could explain to the committee which would indicate to them the 
makeup of $614 million. We have $1,200,000 accounted for—I am 
sorry, $900,000 accounted for. 

Mr. SrroumMeter. Yes, | would be glad to give you the 

Mr. Courtney. Of course, the subcommittee understands that these 
are your trade secrets and these figures, while they are for the infor- 
mation of the committee, are not for disclosure to your competitors. 

Mr. Srroumeter. I appreciate that. Thank you. 

Mr. Gavin. Why don’t you take them off the record, then. 

Mr. Courtney. Well, the only purpose of keeping them on the 
record is so we can refer to them if it ever becomes an issue again. 
And of course, these records are sealed. 

I would hesitate to try to keep in mind all of these figures. 

Mr. SrrouMerer. What I shall give you here will not be a break- 
down of the $614 million because there is no breakdown of that figure. 
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Mr. Courtney. That was an arbitrary figure; was it not? 

Mr. Srroumerer. That is simply the difference between the over- 
head that these three vessels must carry under the conditions in which 
they will be constructed as against what would be a normal overhead 
if we had the volume of work that we have had the last 2 years, for 
instance ; most of which was generated by merchant shipbuilding. 

Mr. Courtney. Privately. 

Mr. Srroumeter. Private shipbuilding, which, as you know, has 
suddenly come to an end. 

Mr. Natson. Right there, Mr. Strohmeier, could you give us some 
idea of the size of the Quincy yard compared to Bath. How many 
ways do you have? 

Mr. Srronmeter. We have 11 ways. 

Mr. Netson. What do they have at Bath? 

Mr. Srroumeter. I do not know what the Bath yard has. Possibly 
Mr. Benson could tell you. 

Mr. Benson. It indicates here that they have eight ways. 

Mr. Netson. Eight ways at Bath? 

Mr. Benson. That is what this map indicates. 

Mr. Netson. Well now, can you tell me this: Did you build any 
destroyers during World War II at Bethlehem at Quincy? 

Mr. Strroumeter. Yes; we did. 

Mr. Netson. And you have your ways adapted to build destroyers 
or did you have to readapt them ? 

Mr. Stroumeter. Oh, no. 

Our ways are adaptable for the construction of destroyers. In fact, 
we have some ways that were constructed for the sole purpose of build- 
ing destroyers. 

Mr. Netson. So there was no charge in that overhead for adapting 
your ways to build these destroyers. 

Mr. Srroumeter. None at all. 

Mr. Netson. And this overhead aside from the design section of 
Bethlehem Quincy, is for maintaining that part of the yard that is 
idle; is that correct ? 

Mr. Srroumeter. Part of it is for that purpose. Our facilities are 
vastly greater than Bath’s, and some of the overhead is involved in 
the maintenance of those facilities. 

Mr. Netson. Could you give us any idea of what proportion of this 
overhead charge which roughly is 2 million per vessel, can be assign- 
able to keeping the idle ways in repair and so forth? 

Mr. Srroumeter. Well, I can tell you this, that the cost of main- 
tenance at the Quincy yard runs about $114 million a year. 

Mr. Netson. Well, is that the cost of maintenance of your idle ways 
or the whole yard? 

Mr. Stronmerer. That is the whole yard. 

The cost of maintaining a way is not very large. 

The idle ways carry with them a great deal of idle capacity in the 
form of additional real estate, additional taxes, additional tools, addi- 
tional utility services, pipelines, electrical distribution systems—all 
of that having to be maintained. All of those are associated with the 
95 percent of the Quincy yard’s capacity that will not be required for 
these destroyers. 

I wonder, Mr. Chairman, if it would be helpful to the committee 
to have a look at our shipyard, a layout of our shipyard, so that you 
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have some appreciation of what we are talking about here physically ? 

Mr. Hess. The committee will be glad to see that. 

Mr. Srronmeter [exhibits map to committee]. 

I have here, Mr. Chairman, an air photograph of this shipyard, 
taken less than 2 years ago. 

In fact, it was taken a little over a year ago. I shall first point out 
the ways to you. 

Mr. Hess. Why don’t you give us an outline of your yard first, Mr. 
Strohmeier ? 

Mr. Srroumerer. Well, the yard extends from this highway on the 
right along this road and runs down approximately on that line. 

Mr. Hess. Now, how many acres does it have, approximately that is? 

Mr. Stronmerer. About 150 acres. 

Mr. Hess. All right. 

Mr. Srroumeter. The waterfront 

Mr. Netson. It looks as though you were pretty busy at that time. 

Mr. Srroumerer. Oh, yes. 

We were loaded with merchant shipbuilding, which, I might say, 
is a highly competitive field. The ships you see on the ways are 
tankers. Most of these ships are 29,000-ton tankers. I might add 
that those ships are based on a design that we developed in competition 
with the world tanker field, and in the last 6 years, we have sold 46 
of them. 

We don’t know of any other design for tanker that has been so 
widely accepted in the commercial field. 

I believe this vessel here is a Mariner-class cargo ship. 

Over here, we have the only naval shipbuilding that we had in the 
yard at that time—a couple of destroyer leaders and CLC-J, a con- 
verted cruiser. 

Mr. Netson. Could you tell us what part of that yard you are going 
to use to build these three destroyers ? 

Mr. Srroumerer. Yes. 

I might point out first the ways we have, and then I will show you 
what we are going to use. 

This space in here is a wet basin, supplied by about 300 tons of crane 
capacity. We can actually increase that to something over 400 tons. 

It is a very large facility. 

This is a way which is big enough to build two heavy cruisers side 
by side. We have done it. it is a huge way. 

Mr. Hess. You consider that one way, then, or is it 

Mr. Srronmeter. I call that one way. 

Mr. Hess. All right. 

Mr. Courtney. Actually, it has a capacity of two. 

Mr. Stroumerer. It has the capacity of two. You could lay four 
destroyers down on that way. Here is another way, the same size, but 
its launching ways are arranged for centerline construction so that 
we don’t now consider that a double way 

Over here, is another heavy way. That way was big enough to con- 
struct the battleship Massachusetts just before the war. 

Mr. Netson. Where would you have built your aircraft carrier had 
you got the contract ? 

Mr. Stronmerer. We would have extended the wet basin walls out to 
about here, and turn this into a graving dock. There is very little ad- 
ditional work to be done. It has the basic construction of a graving 
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dock, except it doesn’t have a gate across the end. It would have been 
a comparatively simple facility alteration. 

We have another way here. We had two ways in here. Another one 
there, and there, and this space has been used as a way. 

Currently, we are using it for ground assembly and we did all the 
way across it as a ground assembly rather than turn it into a shipway, 
because we could improve the overall capacity of the shipyard by 
not laying ships down. 

Mr. Courtney. According to that count, you would really have 13 
ways instead of 11. 

Mr. Stronmeirr. Right Then we have two ways over here which 
are especially built for the construction of destroyers. 

Now, those ways—we number them. We start with No. 2 because 
No. 1 used to be over here. 

During World War I we built submarines over in this area. That 
way doesn’t exist. 

We have ways 2 to 12, inclusive. As I pointed out, No. 12 is a 
double way. 

Mr. Courtney. There is another one that is a double way, too, isn’t 
it? 

Mr. Stroumetrer. And this one of course could be very readily made 
into a double way. We don’t consider it such now. This one here is a 
double way—two separate shipways covered by one overhead structure. 

Now, we are going to use for these destroyers this very narrow 
way here, way 6, and ways 2 and 3. We are going to lay the first 
ship down here, and launch it, bring it over to the outfitting basin in 
here, so that we will have the three destroyers concentrated as much 
possible. 

So the first 1 will be in the water while the other 2 are still on 
the ways. So our very much streamlined organization can just con- 
centrate right in there. 

These buildings that you see are the outfitting shops. They are 
clustered around the outfitting basin to save the traveling back and 
forth. Those shops consist of such units as the pipe shop, the sheet- 
metal shop. We do some of our warehousing in this area. The ma- 
chine shop is here. Our electrical shop is up here. In short, most 
of the trades that come into the final stages of shipbuilding, when 
the ship is overboard or when the ship is about to go overboard, are 
concentrated in this area. 

That is why we want to get the destroyers over there. These build- 
ings over here are the steel-fabricating buildings. They are located 
in this position so that they will be handier to the building ways, 
because here the cost of material handling is a very considerable item 
and anything you can do to cut it down saves on the cost of the ship. 

Now, unfortunately, this air photograph is taken at quite an oblique 
angle and the effect is that the whole shipyard is foreshortened. 

Beyond these high structures we have a large area devoted to 
outside ground assembly. The steel comes into the shipyard in this 
direction by the railroad. It is then taken off with traveling cranes 
and stored in this position. These dark masses that you see are steel 
that has just arrived at the shipyard. 

A small amount of it goes into this area. Then that material 
flows. Some goes through the fabricating shops and on to the ways 
or on to the assembly areas. 
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Some never goes into the shops at all. That is the steel that is 
unloaded here—mostly plate. That material flows over the assembly 
areas and the welding platens and from there on to the ways. 

Mr. Hess. What is the building to the right adjacent to way No. 2 
there ? 

Mr. Strohmeier, is that your administration building? 

Mr. Srroumeter. The administration building is this little build- 
ing right up in here. It is across the road from the yard, and this 
large building is our drafting building. The manager of the ship- 
yard has his office there. The accounting department and purchas- 
ing department are in there. 

This building across the way is a two-story L-shaped building that 
is really the executive office building. And I might add, this illus- 
trates an element of overhead that one doesn’t ordinarily consider. 

That two-story L-shaped building, a fairly sizable building, is about 
85 percent occupied by the Navy, by the Navy inspection forces. As 
you know, they handle not only the shipbuilding work in the Quincy 
yard that is under their jurisdiction but in the entire area—New Bed- 
ford and around Boston and all around. But that is our overhead. 

Now, I think it might be well to show you a drawing of this, so 
you get some idea of the fore and aft space. I am sorry these are 
not on stiff backs, Mr. Chairman, but perhaps you can see from this. 

Here is the waterfront, with the shipways. We launch in this direc- 
tion, across this rather narrow channel. The facilities that you see 
marked in red are those that involve some Navy-owned facilities. 
The fact that an area is all red doesn’t mean it is entirely owned by 
the Navy. But it gives you an idea of the amount of additional capac- 
ity that we have that was put in during the war to help augment what 
we already had. The responsibility for maintenance of all this is 
ours. And I might say that while local communities theoretically 
do not tax you for having Government-owned facilities under your 
custody, in effect, they do because they run the assessment of your own 
property up to produce a tax that would be about equivalent to what 
it would be if all of these facilities were ours. 

Now, here is the assembly area that was blocked off by this very 
high structure, on account of the wet basin and these three large ways. 

Our steel comes in here. This railroad is handled here by these 
cross-traveled cranes. It is moved on to these skid areas, platen 
areas, and served by cranes running this way. So the material flows 
from there on to the shipways. Or some flows through the steel- 
fabricating shop and out Wi either on to the shipways or on to the 
assembly areas. 

I think that—— 

Mr. Courtney. In terms of percent, would you be able to say how 
much is represented in red on that, as Navy owned, as against the 
balance of your facilities, so we could have some idea of the extent. 

Mr. Srroumeter. Well, speaking in terms of the number of ways, 
I have mentioned to you that we have what we call 11 ways, not 
counting No. 12 as a double way. The Navy owns No. 11 and No. 12. 
We own the rest. But the Navy also owns buildings or parts of build- 
ings that are commingled with our own facilities, 

For instance, this large building is the machine shop. The part 
shown in white is our building and that housed all the machine tools 
that we could conceivably use in any peacetime program. 
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The red part represents a lengthening of the building to provide 
additional tools that we used in World War II. This part is Navy 
owned. 

This area here, part of our plate shop, represents an extension of 
the mold loft, which is a wooden-floored area up overhead, up under 
the roof of the fabricating shop. The part under that red is all ours. 

This large building here is a turret and armor shop and that is Navy 
owned. 

Mr. Netson. These facilities are owned by the Navy and leased to 
you? 

Mr. Srroumerrr. Yes. 

We have a facilities contract which provides that the maintenance 
of all of these iacilities is our responsibility. 

‘Mr. Netson. Do you pay the Navy anything for that lease? 

Mr. Srronmeter. Well, we pay a very sizable maintenance. 

Mr. Netson. Is that part of overhead that you charged in this 
contract ? 

Mr. Strroumeter. That is part of the overhead. 

Mr. Netson. Well, for example, I have here figures furnished by 
the Navy for fiscal year 1953. 

They list Bethlehem Steel Co., Boston, acquisition cost, $9,364,000, 
and they spend $72,325 in fiscal 1953 for maintenance. What did they 
spend that for, if you were charged with the maintenance of the yard? 

Mr. Srronmeter. Are you referring to our Boston Yard? 

Mr. Newson. This isn’t Bethlehem Quincy, Boston? 

Mr. Strronmeter. We have a shipyard in Boston. 

Mr. Netson. Bethlehem Steel Co., Boston. 

Mr. Strronmeter. No; that is a different shipyard. That is a ship- 
repair yard. 

Mr. Netson. Then, you assumed all maintenance charges for this 


Mr. Srronmeter. Yes. 

Mr. Netson. You paid it yourself? 

Mr. Srroumeter. Yes. 

Mr. Gavin. What do you say the Government has invested there in 
your yard? 

Mr. Srronmeter. About $20 million. 

Mr. Courtney. That is 1940-45 costs, isn’t it? 

Mr. Srroumeter. Right, which of course were greatly inflated by the 
overtime and special costs associated with the rush of installing these 
facilities. 

I might say, too, that some of the Navy facilities that are involved 
in that $20 million represents substitutions of our own facilities. For 
instance, this railroad system is ours. That is known as the Fore 
River Railroad. Some of the tracks were torn up and replaced in 
exactly the same position with tracks with heavier rails, so that armor- 
plate could be moved. 

Now, that part of our track system is owned by the Navy, but what 
we had initially is quite satisfactory to us for our normal peacetime 
needs. 

Mr. Hépert. Do you use any of the Navy facilities in connection 
with your other construction ? 

Mr. Stronmerer. There is no way to avoid doing that. For in- 
stance, we can’t avoid using that section of the railroad tracks. 
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Mr. Heéserr. I mean the building facilities, is that used also? 

Mr. Srronmeter. Yes. 

We use, for instance, this mold loft which was enlarged. 

Mr. Hésert. Well, do you deduct that from your maintenance costs 
when you are using it in your own private construction ¢ 

Mr. StroHmeter. I beg your pardon. 

Mr. Héserr. Do you deduct the proportionate maintenance cost? 
You say, to begin with, that you are charged with the maintenance. 

Mr. SrroHmeter. Yes. 

Mr. Hésert. And that goes into your overhead picture. 

Mr. Srroumerer. That goes into our overhead. 

Mr. Hésert. All right. 

And that is chargeable against these destroyers, for instance? 

Mr. Srroumeter. Right. 

Mr. Hésert. However, you are constructing a Marine vessel there. 
Do you use any of those facilities in the construction of the Mariner ? 

Mr. Srroumeter. Oh, yes. 

Mr. Hésert. Well, do you charge that against the Mariner? 

Mr. Srroumeter. And that is charged against the Mariner, that 

ortion. 
. Mr. Héserr. And you deduct that amount from the maintenance? 

Mr. Srronmeter. Yes, sir. 

Mr. Hésert. You break it down. 

Mr. Srroumerer. We don’t deduct it from the maintenance. It 
is part of the maintenance. 

{r. Hépert. Well, you see, the thing I am trying to find out here 
is—you say in one breath that you are charged with the mainte- 
nance of the Navy facility and then in the next breath you use that 
facility in the construction of your peacetime program. Now, what 
do you charge against the construction of your peacetime program, 
what do you deduct from your overall which you place in the top 
picture ? 

Mr. Srroumerer. Well, we distribute overhead to contracts in 
accordance with the relative amounts of direct labor on each contract. 

Mr. Héserr. All right. 

Mr. Srroumeter. So each contract carries its proportionate share. 

Mr. Hésert. Well, that is what I want to find out. Let’s reduce it 
in a simplified form. In other words, to maintain the Navy facility 
costs X number of dollars. 

Mr. Srroumeter. Yes. 

Mr. Hésert. Now, do you use some of those facilities in the con- 
struction of your peacetime program and specifically for instance in 
the construction of the mariner-type vessel then from that do you 
deduct X-number of dollars to show an accurate charge against the 
Navy, or do you continue to charge full maintenance to the Navy? 

Mr. Srronmerer. Oh—— 

Mr. Héserr. And yet, use the same facilities. 

Mr. Srroumerer. I don’t believe I made myself clear. When I sa 
we are charged with the full maintenance of the Navy facilities, 
mean by that the responsibility for spending our own money in the 
maintenance of Navy facilities is 100 percent. 

The maintenance then becomes part of our overhead. 
Mr. Héserr. That is correct. 
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Mr, Srronmeter. We don’t charge the Navy directly for the main- 
tenance of their facilities, 

Mr. Hésert. No, I am not saying that. 

I am not saying that. I think you are clear on that, that you have 
to maintain from your funds these Navy facilities. 

Mr. Srroumrier. That is correct. 

Mr. Hésert. And you are charging that in your overhead operation, 
as reflected in the cost of these three destroyers, as an example? 

Mr. Stroumerer. Right. 

Mr. Hésert. Yet, at the same time, while you are charging that 
against your overhead for these destroyers, you are using the same 
facilities in your private construction and not charging that against 
that overhead, for construction of the private contract. 

Mr. Srroumeter. Oh, yes, we are. 

Mr. Héperr. You do charge it? 

Mr. Stroumeter. Oh, yes. 

As a matter of fact, the cost that we charge, we are charging against 
these destroyers, is not the full cost of the mainenance of these facil- 
ities. It is only that part of the cost that will be charged against 
the destroyers. 

Now, it is perfectly true that with the destroyers becoming the only 
contract in the yard, they will carry more of that maintenance cost 
than they would if we had a normal volume of work at the shipyard. 

Mr. Netson. Would the gentleman yield? 

Mr. Heésert. Surely. 

Mr. Netson. You mean that you are not charging the whole cost 
of maintenance of this yard to the three destroyers? 

Mr. Srroumerer. No, sir. 

Mr. Netson. Well, what proportion of it are you charging to the 
destroyers ? 

Mr. StrouMerer. Somewhat more than half, Mr. Nelson. 

Mr. Netson. So that in $2 million differential, we have $300,000 
allocated to the design section. 

Mr. Stroumerer. Yes. 

Mr. Netson. Now, is the remaining $1,700,000 for maintenance of 
the rest of the yard, in large measure ? 

Mr. Srroumeter. As I mentioned before, the maintenance of Quincy 
facilities runs about $1,500,000 a year. The destroyers account for 
around 80 percent. 

Mr. Netson. So that 80 percent of the maintenance of the Quincy 
yard is going to be paid by the destroyers? 

Mr. Srroumeter. That is correct. 

Mr. Netson. Well, now, suppose in the next year or so you get a 
contract for private ships and you start building tankers or mariners 
or something else. 

You will charge in that contract for maintenance, wouldn’t you? 

Mr. Stroumeter. Yes. 

Mr. Netson. And if the destroyers are carrying it, that will be 
profit to you, won’t it? 

Mr. Srroumerer. That situation always exists in any shipyard with 
Navy work. 

r. Netson. Well, do you have any arrangement with the Govern- 
ment whereby you can rebate on this overhead if you do get private 
work? 
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Mr. Srronmeter. We rather discount the possibility during this 
period of any commercial work. We don’t see any in sight. The 
situation in that regard is deteriorating very rapidly. In fact, it is 
deteriorating to the point where we were faced with the decision of 
closing Quincy. 

If we had a prospect of a reasonable volume of work, we wouldn’t 
be faced with the problem that we have been faced with. But we 
don’t see in the next year or over the period of the destroyer contract 
any reasonable chance of commercial work. 

Mr. Nexson. Well, let’s assume that you did get some commercial 
work, and I am wishing it for you. Assuming that you did. Do you 
have any arrangement with the Government whereby if you charge 
for maintenance on those private ships, that your charge to them 
would be reduced to the destroyers ? 

Mr. Srroumeter. I believe we have this as an understanding, Mr. 
Nelson. We have none directly on private work. But we do have 
this understanding with the Navy, that any additional Navy work 
will take into account what they have taken into account in the award 
of these destroyers. So that the cost to the Government—if there is 
additional work—should be such that this premium for keeping the 
Quincy yard open will be recovered by the f aocmsa 

Mr. Netson. But that is only if they give you additional work. 

Mr. Srroumeter. That is correct. 

Mr. Netson. Well, now, what the committee wants to know, what 
the committee wants to get is a reasonable explanation of this differen- 
tial and I think you have given it to us today. Because you have 
$300,000 for your planning section and $1,200,000 for maintenance of 
the Quincy yard. 

Mr. Srroumeter. Yes, sir. 

Mr. Netson. It is a big installation. 

But I would like to have you assure the committee that none of the 
$2 million differential per vessel will accrue to Bethlehem Quincy in 
the way of profit; is that right / 

Mr. Srroumerer. If we should make a profit on these destroyers, 
Mr. Nelson, which at the present time seems quite unlikely, there is no 
possibility in our opinion of making a profit on these destroyers unless 
there is a large increase in the volume of work 

Mr. Netson. In other words, there is no padding in that $2 million. 

It has to be spent for maintenance and for the design section. 

Mr. Srroumeter. The expense rate that we have in this destroyer 
proposal, Mr. Nelson, in our opinion will not take care of the overhead 
in this yard. 

We don’t know how to get down to it, to tell you the truth. 

I don’t know of anyone who can run an operation at 5-percent 
capacity and do it on about 100-percent overhead. I just don’t know 
any such person exists. 

Mr. Gavin. You mean operate on a profitable basis? 

Mr. Srronmeter. Well, you can’t get your overhead down that low 
and therefore you can’t operate on a profitable basis. 

Mr. Gavin. Off the record. 

Mr. Stroumeter. It seemed to us like pretty inexpensive insurance, 
if the objectives can be met to tide us over during a period when the 
prospect of shipbuilding in this country is so low that we would be 
faced with the problem of closing our largest yard. 
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Mr. Bates. Mr. Chairman. 

Mr. Hess. Mr. Bates. 

Mr. Bares. Can you give us the total figure on the cost of mainte- 
nance for these Navy facilities ? 

Mr. SrroHmerer. We don’t have that broken down, Mr. Bates, be- 
cause there is no practical way to keep the charges separate. 

Mr. Bates. They are mixed up. 

Mr. Srroumeter. For instance, what is the cost of maintaining this 
machine shop, which is part theirs and part ours? 

There is no practical way to keep accurate records when a man pos- 
sibly is painting the roof of that building, for instance. 

Mr. Bates. No, you have given us some examples here, for instance, 
the railroad, where you had a satisfactory railroad in there but the 
Navy required one with more ballast or stronger railroad. Now, do 
you have any installations there—for instance, the turret and armor 
shop: You don’t use excepting when you are doing Navy work? 

Mr. StroHmeter. Oh, we have many facilities here that we don’t 
have any efficient use of for peacetime operations. Let’s consider this 
wet basin. 

Mr. Hess. Is that where after a ship is off the ways you take it there 
to complete it? 

Mr. Srroumeter. Yes, we take it there to complete it. And the 
period of time that a vessel may be on the wet basin may vary from a 
month or two for a commercial tanker to over 2 years for some naval 
vessels. 

Now, this facility cost roughly a third of the $20 million that the 
Navy has in this shipyard. 

And yet, to put that facility in, we had to tear down an outfitting 
pier of our own well served by cranes of much lighter capacity than 
the ones over this wet basin but much handier for the outfitting of 
merchant vessels. In fact, we don’t put any ship in here that we can 
avoid. We bring the ships over here to this wet basin, where the cranes 
are smaller and faster. It is much cheaper to do work over here on 
commercial ships than it is in here. 

And yet, we lost all the berthing capacity of a pier that we had out 
there, and we can now only put one sizable ship in this wet basin. I 
am talking about a tanker as being a sizable ship. 

So there, you might say is a large facility that in effect leaves us 
worse off for our peacetime operations than what we had originally. 

Mr. CunnincHam. Why was that wet basin established originally ? 

Mr. Srronmerer. That was put in because this shipyard was as- 
signed the construction of very large Navy combatant vessels. I men- 
tioned to you that our whole Bethlehem group accounted for approxi- 
mately one-third of all the major combat ships that were built in 
this country from carriers or from cruisers on up. And most of the 
third that the Bethlehem organization accounted for were built right 
here in this yard. 

We needed a capacity to make very heavy lifts with ships in the 
water, complete turrets, for instance, the sort of thing that you never 
run into in commercial operation. Ina commercial outfitting job, with 
the ship overboard, probably 20 tons will be all you would have to 
handle. 


t fi 
t 
| 
| 


62 DESTROYER CONTRACT TO BETHLEHEM YARD, QUINCY, MASS, 


You might have a 50-ton stack for a passenger ship. But if you 
— have the cranes you would put it up in 2 or 3 pieces instead 
of 1 piece. 

But this wet basin is served by two 150-ton cranes. In other words, 
we can hook those cranes together and make a 800-ton lift, and we 
have auxiliary capacity that can be removed from these other cranes 
on a transfer track and the lift can be augmented to something over 
400 tons. 

Now, we made lifts during the war of well over 300 tons at a time 
when some of the west coast shipbuilders were receiving a good deal 
of publicity in the press about making 200-ton lifts, and we had been 
making 300-ton lifts for a long time just as a matter of course. 

Mr. Gavin. May I ask the gentleman a question: These yards are 
in good physical condition now ? 

Mr. Srroumeter. Excellent. 

Mr. Gavin. And it is your intention, I presume, to keep them in 
this good physical standby condition ? 

Mr. Stroumerer. Absolutely. I might say this about the condition 
of facilities: The condition of shipyard facilities, I think, can be 
broken down into two parts—one is the physical condition of the 
facilities that exist as of any particular moment, and the other is the 
degree to which those facilities are up to date. 

Now, had we shut this yard down at the end of the war, we would 
have facilities in here that today are obsolete. For instance, during 
the war almost all of the welding that was done was a direct-current 
proposition with rather costly motor generators that required a great 
deal of maintenance. 

We have since at our own expense replaced all of that equipment 
and installed alternative-current welding equipment, which at the 
time of the war had not been fully developed to the point where it 
was commercially available or feasible for us to use. 

Now, we have been able to increase our production, decrease our 
roduction costs, and we have substituted new facilities that require 
ess maintenance. 

Mr. Bares. Well, you would say, then, although you derive some 
advantages out of these Navy installations, No. 1, they are substitutes 
in certain instances, like the railroad, for something you already had. 

Mr. Strroumeter. Yes, sir. 

Mr. Bares. Secondly, there are some of the facilities you don’t even 
use. 

Mr. Srroumeter. Right. 

Mr. Bares. And you would say, thirdly, when you do use them you 
become less efficient than you would be if you had your private 
facilities? 

Mr. Srronmerer. That isright. I mean, let’s be perfectly fair about 
it. There are also some Navy-owned facilities that are definite 
improvements. 

Mr. Bares. I am looking at the overall. 

Mr. Srronmeter. Yes. 

Mr. Bares. Although you have advantages, you also have consider- 
able disadvantages. 

Mr. Srroumeter. That is correct. 

Mr. Netson. Mr. Chairman, I think this ought to be in the record. 
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The Navy apparently uses as an estimate of the annual cost of 
maintenance and security of a standby yard a figure of 2 percent of 
original acquisition cost. 

Mr. Stroumerer. Yes. 

Mr. Netson. You say it costs $114 million to maintain the Quincy 
yard annually ? 

Mr. Srronmerer. Right. 

Mr. Netson. The Navy has an investment of $20 million in there. 
What do you have? 

What would you estimate the value of the facilities? 

Mr. Stroumerer. Well, as related to maintenance, the book value 
of the facilities doesn’t mean a great deal. It is what the facilities 
would cost if you were to put tnem in today. 

Mr. Courtney. Replacement, you mean ? 

Mr. StrouMetrer. I just don’t have the figure in my mind. 

Mr. Netson. Acquisition cost would run well over $50 million, 
would it not? 

Mr. StronMererR. My goodness, yes; much more. 

Mr. NEtson. So that 2 percent—$114 million is below 2 percent of 
the acquisition cost of these facilities, wouldn’t it be? 

Mr. Stroumeter. I believe that the 2 percent figure, as I under- 
stand it, represents some costs that we do not include as mainte- 
nance cost. If you are to close a facility down there would be costs 
of maintenance of those facilities in good condition that we don’t 
include as part of our maintenance. For instance, you would have 
some custodial costs. You would have to have watchmen there, None 
of those costs are included in what we call maintenance. 

Mr. Courtney. Within what you call your $114 million? 

Mr. Srroumetrr. Right. 

Mr. Netson. That is all. 

Mr. Hess. No more questions. 

Mr. Courtney. Mr. Chairman, one question. Could I be clear 
on it? 

Mr. Strohmeier, the maintenance costs which you pay for the 
maintenance of the Navy portion of this total facility carries with 
it the right to use those facilities? 

Mr. Srroumerer. That is correct. 

Mr. Courtney. So that in a sense, it represents rent. It is mainte- 
nance in lieu of rent; is that right? 

Mr. Stroumeier. There is consideration in both directions. 

Mr. Hess. Thank you very much, Mr. Strohmeier. 

Mr. Srroumerer. Thank you. 

Mr. Hess. The committee appreciates your coming down and giving 
us this information. I am sure that it will help us materially. 

Mr. Srroumeter. I appreciate the opportunity to appear before 
you. 

Mr. Courtney. Mr. Chairman, while Mr. Strohmeier is here, we 
treated this as an executive session, Mr. Chairman, because it did 
contain some information which I presume would be considered 
strictly a business secret. However, as we go along in the latter 
portion of this hearing, it seems to me—at least it suggests itself 
to me—that some parts of this explanation would certainly be very 
useful. 
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Mr. Hess. Well, let us do this—— 

Mr. Courrney. Do you consider that a portion of it, Mr. Stroh- 
meier, might be disseminated publicly or would it be in any sense a 
prejudice to your business ¢ 

Mr. Srroumerer. I would prefer 

Mr. Hess. Let me make this suggestion. After we have the tran- 
script, we can submit it to Mr. Strohmeier and if there are any por- 
tions of it—and I think it should be submitted to the Navy also. So 
let the Navy and Mr. Strohmeier get together. If there are any por- 
tions of it which they feel should not be made public, it will not be 
made public. But if there are portions of it that may be of benefit 
in the future that can be released, I think we can release it. 

Mr. Srroumeter. That is a very considerate suggestion, Mr. Chair- 
man, and I appreciate it. 

Mr. Netson. I think it would be helpful, Bill, if it could be made 
yublic, for instance, that a large part of this $2 million is absorbed 
a maintenance of idle ways and paying a design staff. 

Mr. Hess. I don’t think you would have any objection to a state- 
ment of that kind, would you ? 

Mr. Netson. I don’t think there is anything wrong with that. 

Mr. Courrney. After all, that is the question that is presented by 
this 614 million differential which has been discussed. 

Mr. Srronmeter. That is correct. 

Mr. Courrnry. And any information that we can consistently use 
to dispel any sinister thoughts or rumors about that subject I think 
would be useful. 

Mr. Srroumeter. Yes, 

Mr. Courtney. Then we will submit to you and the Navy this 
record, Mr. Strohmier, and together will you agree on how much of 
it is properly capable of being disseminated to the public as a part of 
the committee’s report ¢ 

Mr. Srroumeter. Yes. 

Mr. Courtney. We are printing in full the testimony of the Secre- 
tary of the Navy, and Admiral Leggett as a part of the committee’s 
report. So we hope to have in one document and one place the com- 
plete answer to all questions that have been raised by this and maybe 
any future awards. 

Mr. Srroumeier. We will be glad to cooperate with the Navy. 

Mr. Hess. Thank you very much. 

Mr. Courrney. Thank you very much. 

Mr. Hess. The committee, then, will stay here for a few minutes. 
We want to discuss another matter. 

(Whereupon, at 11:15 a. m., the committee adjourned the executive 
session, to proceed with further business. ) 
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